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WHETHER YOUR CLIENT NEEDS 


$5,000 
$100,000 


or 


$500,000 


Get in Touch with Majestic Factors 


If inadequate working capital is curtailing his progress 
and restricting his profits, call MAJESTIC FACTORS. 


MAJESTIC assures quick attention at low standard rates. 











Hundreds of manufacturers and wholesalers are using 
MAJESTIC FACTORS service conveniently. 





& 
MAJESTIC f- 
—é CORP, 
175 Fifth Avenue at 23rd Street 
Flatiron Building New York 
ORegon 4-1200 
Recommended by Banks, Accountants, 
Attorneys and Clients 
Officers and Executives 
Jutius N. MESHBERG EDWARD W. GINSBURG 
SIDNEY W. DoRMAN SEYMOUR I. LEBOWITZ 


Members of Association Commercial Discount Companies, Inc. 
and New York Credit and Financial Management Association. 














DISHONESTY 


Causes Lower Net Profits 





Employees cause most 
Inventory Losses— 

Let DALE show you How they 
can assist your clients to 
UNCOVER 
DISHONEST PERSONNEL 


in every phase of Industry. 


DALE SYSTEM, INC. 
1790 Broadway, N. Y. 19, N. Y. 
JUdson 6-1322 


6 Eastern Offices. 
Available in every state 
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AN ADIRONDACK VIEW 4 








Part-time Teachers numbering tive mj 
lion will preside over classes containip 
thirty-five million adult students during ¢h 
school year just started. (Congress shoul 
appoint an investigating committee to fiy 
out why only teachers go to school in thy 
summertime.) Perhaps you are one 4 
these; a lot of CPAs are in the teach 
group; and a lot of hatching CPAs are j 
the student group. 

We like the annual opening remarks of ; 
teacher who is an old-timer at this kind oj 
teaching; they are somewhat as _ follows 

“Well, folks, I am glad to be here. | 
hope you feel—and think—the same. I lik 
to teach, and you are here because you wan! 
to learn. It’s a good combination and wel 
get somewhere—the engine under the hoo 
goes places when it has a good spark anj 
good gasoline. 

“My idea of a good teacher is that he i: 
not the infallible king of the realm, nor i 
he a great fountain of knowledge to whic; 
students come and fill their drinking cups 
My idea is that the teacher is the presiding 
officer of the class; that he is the olf 
Adirondack guide leading a party of stu 
dents hunting for knowledge and ability. 

“So, folks, remember that you are the 
ones who are studying this subject—I an 
only your chairman and guide.” 


LEoNARD HoucGurton, C.P.A 
“Adirondack Chapter, 
Saranac Lake Branch” 


APPRAISALS 


NATIONAL ORGANIZATION OF APPRAISAL ENG 


STANDARD APPRAISAL COMPANY 


PS eae 6 CHURCH STREET area 
PHILADELPHIA NEW YORK, N. Y. sr. {ou 

























BLADES & MACAULAY 
INSURANCE ADVISERS 
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Complete Surveys of 
Corporate Insurance Affairs 
No Insurance Sold 


744 BROAD STREET NEWARK 2,N.). 
Established 1926 
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' Wattonal Accounting Machines save us $22,204 a year 
LS ... return 122% annually on our investment!” 





ss —R. & M. KAUFMAN, INC., Aurora, Ill. 
ANY “Manufacturing 2,100,000 dresses a year in 450 styles* presents In your business, too, National 
CHICAGO cost problems. But Nationals simplify our control and save machines will pay for themselves 
ST. Lot us $22,204 a year. Our $18,200 investment is repaid every with the money they ate! then 
10 months in savings—a return of 122% annually. Tear saaae Meieenas On 

ae | “Although our sales and billings are rapidly ineenine, pledly show you bow, Or write te 


our Nationals are well ahead of the growing demands to ational, Dayton 9, Ohio. 


handle accounts 
: 
WAY rong prog wee oe5g Me *T RADE MARK REG. US, PAT. OFF 
> credits, distribu- Ses 
iS tion control and Controller : 


° 
aging. We are very  *Vickey Vaughn and Toni Todd labels established Walional 
pleased.” Kaufman as the “largest dress manufacturer.” 


ACCOUNTING MACHINES 
THE NATIONAL CASH REGISTER COMPANY, payron 9, on10 ADDING MACHINES + CASH REGISTERS 
airs 977 OFFICES IN 94 COUNTRIES FS . : : oe ts] 
(oN 
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the KNOWN factor 


Ask people what the “unknown factor” is 

and you get a variety of answers... 
everything from “what goes on behind the 
iron curtain” to Einstein’s theory of relativity. 
Mention the “KNOWN Factor” to CPA friends 
these days and a surprisingly large number 

say, “That’s FORTUNE FACTORS, Inc.!” 
Over the years we’ve become known to many 
in the accounting profession for the skilled way 
in which we help their clients. For example... 


FORTUNE provides Personalized Service. 


The telephone company’s phrase, 
“person-to-person,” describes the way 

in which we work with clients. 
Business-like methods and friendly interest 
have a way of getting things done. 


FORTUNE provides Fast Service. 

In a Factor-Client relationship, speed 
can often make the difference between a 
season’s profit or loss. We provide 

fast action at all times. 


FORTUNE provides Knowledge. 
Working capital problem? Inventory 
problem? Credit problem? Collection 
problem? You name it... our years of 
business know-how have given us the 
right answers, and they’re always 
available to clients! 


A good Factor to recommend is... 





mrs, inc. 


1441 Broadway, 
New York 18, N. Y. 
Wlsconsin 7-5600 


A phone call or note to our New Accounts Dept. 
will bring an executive to your office. Confi- 
dentially, and without obligation, of course. 
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| Book Reviews 


Economic Accounting 





By John P. Powelson. McGraw-H) 
Book Company, Inc., New York, N. 
1955. Pages: xii + 500; $7.50. 


The expressions “national income”, “jy 
put-output tables”, “member bank reserves 
“balance of payments”, “flow of funds” ha 
been appearing more frequently in profg 
sional and lay literature. For the intelld 
tually curious, and for those subscribers 
the “Federal Reserve Bulletin’, the | 
partment of Commerce’s “Survey of ( 
rent Business”, releases of the Internatioy 
Monetary Fund, or. other publications « 
taining aggregate data covering large s 
tors of the economy who wish to und 
stand some of the methods and problems 
social accounting, this book contains ma 
of the answers. 


It is the author’s fundamental point ti 
both business and social accounts were d 
rived from the same sets of definitic 
which are the foundation of double-ent; 
bookkeeping. While there are differences 
concepts, as well as emphasis, the ba 
debit-credit rules of business accounting a 
adapted to the needs of social accountiy 


This book was written as a textbook { 
students of economics to cover basic ¢ 
ments of business statements, in order 
correlate accounting principles and their « 
plication to economic statements for lar 
sectors of society. Accordingly, the Bice 





accountant may quickly scan Chapters 


4-8, 10-12 of Part I, which deal with 1 


counts for individual and corporate ent 
prises, and Chapter 14, which summariz 
the principles of traditional accounting co 
solidations. For these chapters it may 
sufficient to read the summary or conclusi 
and to pay particular attention to the q 
molding of statements: the profit and lq 
to the income and product account; { 
accounting statement of funds to the e 
nomic statement of funds; the balance sh 
to the investment statement. Chapter 
should be perused for an understanding 
the inventory valuation adjustment as ws 
in accounting for gross national produ 
The concluding chapter of Part I contai 
an accounting illustration for a theoreti 
reserve bank, as well as a survey of sevel 
actual financial statements of our monet 
system. 

In both sections, for individual and soc 
accounts, the case method technique \ 
effectively utilized. Transactions were 4 
scribed, the entries were recorded, the pr 
ciples discussed, and the applicable sta 
ments presented. The use of detailed wor 


(Continued on page 560) 
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FOR CLEAREST COPIES 


TRANSLUCENT TAX MATERIAL 


FEDERAL and State Translucent Tax originals—Columnar 


work sheets of unique design—schedule forms. 


TAX forms available in four different styles. Folders— 
Collated sets—Single sheets—Flat sheets.* 


FINEST Two Sided printing on original makes unsurpassed 
copy prints—Superior translucent paper. 


EXTRA! Up-to-the-minute information on the latest 
rulings. 


Call or write for information and our new booklet 
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64 W. 23 ST. NEW YORK 10, NEW YORK 
WA 4-5730 


Printers of authorized translucent income tax forms. 
Business forms. Analysis sheets & schedules. 


SPECIAL ATTENTION 


*Now! File all New York State and Federal returns on 
ONE piece of paper. Do this even on the SMALL machines. 
Write or call for details about this recent authorization. 
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APPRAISALS 


INDUSTRIAL PLANTS 
COMMERCIAL PROPERTIES 


SCHOOLS 
(BUILDINGS & CONTENTS) 
for 
insurance taxes 
mergers depreciation 
financing purchase or lease 


cost accounting condemnation 


estate settlement 


LOCKWOOD GREENE 
ENGINEERS, INC. 


NEW YORK 17, 41 EAST 42ND STREET 
BOSTON, MASS. ¢ SPARTANBURG, S. C. 
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ACCOUNTS 
RECEIVABLE 
LOANS 


A unique Service for those of 

your clients who can profitably 

use additional Working Capital 
in their business 


Orie 
LOWEST RATES - 
- NON-NOTIFICATION 


orien 
Service Factors Company 


450 7th Avenue M. Jolles 
New York City La 4-7661-2 


serving your clients over 20 years 
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(Continued from page 558) 


sheets should facilitate understanding by thd 
experienced accountant. 


The social accounts are based on dati 
taken largely from business and rearranges 
based on economic concepts. The iationaly 
product account can be thought of as J 
consolidation of all statements of smalle|! 
units—proprietorships, business corporations} 
banks, consumers, governments, etc.,—after 
elimination of intergroup transactions, By 
means of “aggregate” entries, the applica. 
tion of accounting principles to the compil:. 
tion of national income is presented. Trans. 
actions for the economy involving sales 
wages, taxes, depreciation, inventory and 
fixed assets changes, profits, interest, gov. 
ernment subsidies, insurance, dividends, for- 
eign aid and investment, bad debts, charity 
savings, services of government, etc., are 
recorded as in a national bookkeeping sys. 
tem, with equal debits and credits. Thos 
entries are simultaneously distributed to 
four sectors, business, consumers, govern. 
ment, and the rest of the world, in a kind 
of quadruplicate-entry system, to summarize 
effectively the components of national in- 
come from an economic viewpoint. 

Similarly, the other social accounting 
systems are developed. Balance of pay: 
ment statements reflect current transactions 
and investments with foreigners. Flow of 
fund accounts (associated with the work 
of Professor Morris Copeland of Cornell 
University) are similar to national! incomé 
statements with the emphasis on monetary 
transactions and financial movements. Input- 
output tables (associated with the work of 
Professor Wassily W. Leontief of Harvard 
University) is another sector analysis, but 
with a breakdown of the business section 
into inter-industry movement of goods and 
services. This has required prodigious en- 
pirical research into the structure of the 
American economy and the economic and 
technological interrelationships of the vari- 
ous industries. One should add that these 
various types of social accounting are inter- 
woven, and were developed to focus signi- 
ficant relationships for economic analysis. 

For economists, this book is an invaluable 
tool in bridging the gap between an ele- 
mentary accounting course in business book- 
keeping to the recording of transactions on 
a national scale. For accountants, it is af 
addition to the growing literature which in- 
dicates the broad community of interest be- 
tween the accounting and economic fields. 


RicHarp J. L. HERSON 
New York, N. Y. 
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American Appraisals 
correct errors in 
property accounts 


Continuous American Appraisal Serv- 
ice is an effective method of property 
control—reflecting changes in physi- 
cal assets and fluctuations in value. It 
keeps property records in line with 
property facts. 


The 
AMERICAN 


APPRAISAL 


Company 


leader in property valuation 








HOME OFFICE: MILWAUKEE 1, WIS. 
Accountants 
Cc Controllers 
— Office Managers 
Bookkeepers 


P..... e 
eens 


509 Fifth Avenue 
New York 17, N. Y. 


MUrray Hill 7-3250 














Accountants 
soliciting 


PART TIME WORK 


wanted to work on part-time basis 


busi for equip t leasi pany. 


NORTH AMERICAN LEASING COMPANY, INC. 





550 Fifth Ave., New York 36, N. Y., PLaza 7-6454 
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Operating Results of Limited Price 
Variety Chains in 1954 


By Lawrence R. Robinson. Bureau of 
Business Research Bulletin Number 144 
HARVARD UNIVERSITY GRADUATE SCHOOL 
oF Business ADMINISTRATION, Loston, 
Mass., 1955. Pages: vi + 38; $2.00. 


Based upon information received 
approximately 86% of this type of retail 
business in the United States, this is the 
twenty-fourth in a series of annual reports 
setting forth detailed operating statistics for 
1954. In addition to the usual tables and 
charts showing trend and yardstick data 
there is excellent detailed textual material 


prepared by Mr. Robinson. Those interested f 


in variety chain store operations will find 
that once again the Harvard Bureau of 
Business Research has done an excellent 
job. 


New York, N. Y. 


LEONARD PRICE 


College and University Business 
Administration (Volume II) 


Compiled by The National Committee onfil 


the Preparation of a Manual on College 
and University Business Administration. 


AMERICAN COUNCIL ON _ EDUCATION, 
Washington 6, D. C., 1955. Pages: xii 
+ 267; $4.50. 


Volume I of this work published in 1952, 
covered the accounting, auditing, budgeting 
and reporting phases of business adminis- 
tration for institutions of higher learning. 
Volume II, also compiled by a 
committee of distinguished college and uni- 
versity business administrators, completes 
the review of the remaining major areas of 
business management and administration. 
The authors acknowledge the helpful assist- 
ance of a committee appointed by the Amer- 
ican Institute of Accountants to cooperate 
on this project. 

This volume includes chapters on_pur- 
chasing, physical plant, property and liability 
insurance, inventory of plant assets, man- 
agement of auxiliary enterprises, student 
affairs, non-academic personnel, staff wel- 
fare, investment management, sponsored re- 
search administration and legal problems. 
A sixty page bibliography and a com 
hensive index to both Volumes I and II 
complete the volume. 

This book, together with its companion 
Volume I, constitutes an invaluable guide to 
sound college and university business ad- 
ministration and management. 


BERNARD BARNETT 
New York, N. Y. 
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It’s actually easy to save money—when you 
buy United States Series E Savings Bonds 
through the automatic Payroll Savings Plan 
where you work! You just sign an application 
at your pay office; after that your saving is 
done for you. And the Bonds you receive will 
pay you interest at the rate of 3% per year, com- 
pounded semiannually, for as long as 19 years 
and 8 months if you wish! Sign up today! Or, 
if you're self-employed, invest in Bonds regu- 
larly where you bank. There’s no surer place to 
put your money, for United States Savings 
Bonds are as safe as America! 


Safe as America — 
US. Savings Bonds 





The U.S. Government does not pay for this advertisement. It is donated by this publication in cooperation with the 
Advertising Council and the Magazine Publishers of America. 
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When the gun failed 
they used a tablesp 





E LEARNED acting the hard way, 
| storming frontier towns (Chicago, 
2,000), traveling by barge and stagecoa 
playing in sheds, courthouses, taverns, 


One night in Houston, a Texan evens 
gested the troupe tour through Indian co 
try, carrying their stage weapons for p 
tection. Joe Jefferson declined. He later y 
he had shivered when he imagined hins 
facing a hostile Indian and armed only wi 
a stage pistol whose tendency to misfire 
several times “compelled our heavy vill 
to commit suicide with a tablespoon.” 


By the 1860’s, Jefferson was Americ 
favorite actor. When he played his famo 
Rip Van Winkle (see picture), “one-nigh! 
towns declared a “Jefferson Holiday.” Bu 
ness stopped, schools closed, so that eve 
one would get a chance to see him act. 


They loved Joe Jefferson everywhere { 
his genius at making people happy. And 
sunny outlook still sparkles in the spirit 
America. Like Joe Jefferson, Americans s 
know how to travel a hard road to rea 
their goals, how to smile when the going 
roughest. 


These confident Americans are the & 
wealth of our nation. And they are the re 
reason why our country’s Savings Bond 
rank among the world’s finest investment 


That’s why, to save for your goals in li 
you cannot find a surer, safer way th 
United States Savings Bonds. Invest in the 
regularly —and hold onto them! 
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(Continued from page 562) 


P 
ailed, Electronics in Business: A Descriptive 
Reference Guide 

Herbert F. Klingman, Editor. CoNntTRoL- 
LERSHIP FOUNDATION, INc., New York, 
N. Y., 1955. Pages: xi + 176; $2.00 
($1.50 to members of Controllers Institute 
of America). 

7 © This is a descriptive reference guide, is- 
” § sued to meet the requests of business execu- 
tives for accurate and up-to-date data on 
sources of information on electronics in bus- 
Finess. The busy executive can use this 
Hguide to find out what has been publishe1 
Band exactly what is in any particular book 
or article. It will permit him to go directly 
to the material he wants and save hours 
: f time-consuming research. 

CaS, This work is the second of a series pub- 
stagecoag# lished by Controllership Foundation, Inc.. 
iverns, Mresearch arm of Controllers Institute of 
America; the first study, Business A pplica- 








way, ba 





n even sim tions of Electronic Machines, was released 
idian cou in July, 1954. This new study was brought 
ns for p out because of insistent demands from this 
group for an up-to-date version, plus the 
e later si fact that developments during the past year 
ed hima had increased the need for all members of 
1 only wig the management team to be informed about 
-¢ i Mmelectronic machines. It includes all of the 
misfire ha: A : Fe 
~, mitems which appeared in the edition of July, 
avy vill 1954, plus considerably expanded descriptive 


oon.” references to similar material published 
_ {i from May 1, 1954 (the cut-off date for the 
Americif first edition) to May 31, 1955. 

his fama In addition, the new study contains a 
one-nighif greatly improved section describing elec- 
lay.” Bug tronic computer systems produced or readily 
j available in the United States and Canada; 
a descriptive listing of seminars, confer- 
ences, courses about computers in business 
ywhere fg which are scheduled for the balance of this 


that ever 
m act. 


y. And hi year. Also, there is a report on actual busi-- 


ness installations of electronic computer 


e spirit ; > compu 
ricans stig Ytems as well as “commercial” digital 
) to a computer centers now in operation. 

U 


he going ? ‘ . 
e G0llll Rlectronic Data Processing in Industry: 


A Case Book of Management Experience 
e the re Special Report No. 3. Published by the 
re the r AMERICAN MANAGEMENT ASSOCIATION 
gs Bong 330 W. 42 St, New York 36, N. Y. 
vestmentg Pages: 256; $7.75 (AMA _ members, 
f $5.75). 

als in lif’ Years of man-hours and millions of dol- 
way th lars are currently being invested in elec- 
st in the tronic data-processing systems by pioneer 
firms. These and other companies are as- 
sembling answers to. questions about man- 
agement experience with electronic data- 
processing. 
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Exclusively for BR ge 37, 13 years diversified experience, NA 
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Personnel practitioner. Wil! invest. Box 894, New) ina 
York C.P.A insti 


Accounting 


C.P.A. has available two private offices in part 
City Hall area, arrangement for services} Yor 
can be made. REctor 2-8193. — 











ee a ae ; ‘ | | 
Vat ; Computing Service 
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Cost Accountants C.P.A. acco 


A ititteamateceltetlc 





Supervising Seniors 
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Tax Accountants 30x 899, New York C.P.A. ped 
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untants’ Hchase or partnership. Box 903, New York 
; EA. 
nce, ———_—_— = 
1100 C.P.A.—Attorney; specializing taxes; excel- 
lent professional reputation and _ record; 
ipresent lucrative practice requires only 50% 
ES time; seeks association with CPA firm re- 
—___ quiring responsible representation for ex- 
: provided aminations, tax planning, client tax analysis, 

research. Box 904, New York C.P.A. 


Director 
505 Fifth 











| Private office with C.P.A. firm including use 
———F of staff and file rooms. Broadway and 42nd 
at Street. Limited secretarial services available 
ef ‘a [if desired. Box 908, New York C.P.A. 
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TI oe fied practice, will purchase individual clients 
q ued for practice. Box 911, New York C.P.A. 
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‘perience, NA 8-8884 7 
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tablishe/t C.P.A., age 40, 20 years public experience 
4. Newl inall phases of accounting, with emphasis on 
institutions, nonprofits, fund raising, hospi- 
———} tals, investments, funds, real estate. Seeking 
fices inf part-time or per diem work. Box 895, New 
services York C.P.A. 











| TAX ACCOUNTANT. Diversified experi- 
ence, C.P.A., Revenue Agent, and Internal. 


sie te} UNderhill 3-6125 or Box 896, New York 
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"s office} STATISTICAL TYPIST — MALE desires 
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accountants. Thoroughly experienced—has 
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ly fur-} © associate with overburdened practitioner. 
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Wm. Schnuer, BBA, MBA 
Licensee 


Accountants! Why spend valuable time 
looking for the man or woman you want 
either for your own office or for your 
clients?) Why waste time and money read- 
ing hundreds of letters of application and 
interviewing and screening many job 
applicants? 


We Can Do It For You 
Discreetly and Quickly! 


From the hundreds of highly qualified ap- 
plicants in our active files, we carefully 
screen the man or woman best suited to fill 
the job. Our interviewers are educated and 
experienced in personnel and accounting. 
You can depend on us to do a professional 
job. 


¢ COMPTROLLERS ¢ BOOKKEEPERS 

© OFFICE MANAGERS Full Charge 

e ACCOUNTANTS Assistants 
C.P.A.’s e SECRETARIES 
Seniors, Semi-Srs. © STENOGRAPHERS 
Juniors e TYPISTS 


e EXECUTIVES ¢ CLERKS 









PROMPT SERVICE 






Wn. Schnuer 


Licensee 





Shirley Schnuer 
Licensee 





EMPLOYMENT AGENCY 


220 W. 42nd St. © New York 36 
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BOARD OF NOMINATIONS 
The Accounting Hall of Fame at The Ohio State University 


The Board of Nominations of The Accounting Hall of Fame at The Ohio 
State University has been re-organized for the coming year with Mr. Maurice 









FE. Peloubet as chairman. 





The members of the Board are as follows: 













Raymond D. Ashman 
*Clem W. Collins 


John J. Deering 




























*Marquis G. Eaton 
Ira N. Frisbee 

*]. William Hope 
John B. Inglis 
William F. Marsh 
John C. Martin 
Maurice E. Peloubet 
Jay A. Phillips 

*]J. S. Seidman 
Ralph B. Stratford 
Virgil S. Tilly 

*William W. Werntz 


Public Accountants 


T. Coleman Andrews 
George D. Bailey 

L. G. Battelle 
Samuel J. Broad 
Percival F. Brundage 
Paul K. Knight 
Edward A. Kracke 
N. Loyall McLaren 
George S. Olive 
Walter L. Schaffer 
Maurice H. Stans 

C. Oliver Wellington 
Edward B. Wilcox 
T. Dwight Williams 
John H. Zebley 
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Public Accountants 


Industrial or 
Governmental 
Accountants 


D. R. Anderson 
*W. R. Davies 
*C. R. Fay 

James B. Fenner 


William H. Franklin 


*C. H. Hagle 
C. E. Headlee 
*Charles R. Israel 
I. Wayne Keller 
Earle C. King 
Eric L. Kohler 


William B. McCloskey 


Martin A. Moore 


George W. Schwarz 


Daniel M. Sheehan 


* Newly appointed to the Board. 


Industrial or 
Governmental 
Accountants 


William Blackie 
Joel M. Bowlby 
Ernest C. Breeding 
Victor Z. Brink 
Arthur E. Child 

J. H. DeVitt 
Howard C. Greer 
Christian E. Jarchow 
Henry M. Kimpel 
Grant R. Lohnes 
John H. MacDonald 
Logan Monroe 

J. R. Mulvey 

Kelly Y. Siddall 
Philip J. Warner 










Educators 
John G. Blocker 
Lyle E. Campbell 
*Willard J. Graham 
Russell H. Hassler 
George R. Husband 
Ralph C. Jones 
H. W. Kendrick 
*Arthur N. Lorig 
*C. A. Moyer 
*C. R. Niswonger 
Howard S. Noble 
*Frank P. Smith 
William J. Vatter 
William J. von Minden 
John A. White 


Members of the Board who have retired and are now Emeriti members are: 


Educators 
Thomas M. Dickerson 
James L. Dohr 
Fayette H. Elwell 
S. Paul Garner 
Ernest A. Heilman 
J. Hugh Jackson 
Thomas Leland 
Perry Mason 
Harvey G. Meyer 
William A. Paton 


Arthur H. Rosenkampft 
(deceased) 


Thomas H. Sanders 
(deceased) 


Hiram T. Scovill 
Sidney G. Winter 
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Call your Underwood Sundstrand 
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One Park Ave., New York 16, 
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own work with your own opera- 
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public experience. — Modest own _ practice, TO EMPLOYERS => 4 oleh ahs a 

available for part-teme arrangement or per 

diem work. Box 906, New York C.P.A. 

\ccountant LE. B.B.A., Fluent Spanish, ROBERT HALF 

Seeks CPA firm. LU 5-0784. PERSONNEL AGENCIES 

C.P.A. 12 years diversified experience, 

available 10-12 days monthly. Prefer work 130 WEST 42no ST.,. NEW YORK CITY 36 

in Nassau, Queens. Box 907, New York BRANCH OFF! 

C.P.A 

CP.A., 34, diversified experience, seeks per R. HALF, CERTIFIED PUBLIC ACCOUNTANT 

diem work; flexible schedule, car owner. eae , ae 

Box 909. New York C.P.A. C.P.A.; attorney; age 30; eight years 
: — —— —— diversified experience; seeks per diem ar- 
ber C.P.A—age 33, 10 years experience, seeks rangement with or without office facilities 


per dien) work—CI 6-1939 or Box 910, New located in N. Y. C. Box 912, New York 
York C.P.A. C.P.A. 
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INFORMATION ~ 


Come in, 
Call New Account 





Current Dividend 


TIMES SQUARE: 1457 Broadway 
Hours: 9 to 3; Friday, 9 to 6 


Where is Your Clients’ Rent Security? « ° , 


: IMPORTANT NEW = Do you know that unless Rent Security is held in Trust it Is 
‘OWNER-TENANT ‘ immediately subject to return to the Tenant? 


(N.Y. Law Journal, 1/15/54, Sommers vs. Timely Toys, Inc.) 


Do you know that now all Rent Security Funds of one Owner or Agent may be 
held in a single NINTH FEDERAL TRUST ACCOUNT, with the interest of each of his 
Tenants Insured to $10,000, by the Federal Savings & Loan Insurance Corporation? 


Dept., or Write. Do you know that a NINTH FEDERAL CORPORATION SAVINGS TRUST 
DUT ACCOUNT provides immediate availability, safety, legal compliance, and good 
owner-tenant relations? 


NINTH FRDERAL SAVINGS g 


AND LOAN ASSOCIATION 

UNITED NATIONS PLAZA at E. 45th ‘St. ook BURNSIDE at WALTON AVES., 
Hours: 9 to 3; Wednesday, 9 to 7: ; "Hours: 9 to 3; Mon. Eve., 5to8, 

WISCONSIN 7.9120. _ > WELLINGTON 3.3004 


NI NTH FEDERAL SERVICE—Com iaeillia pt—Courteous 
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The payroll summary sheet 
¢ Record of employee’s earnings 

¢ Employee’s weekly statement 

e Cash receipt or pay check 

e Pay envelope 

PAYROLLMASTER keeps records up-to-date—prevents po! 
ing errors—cuts working time in half. 

Automatically, it sets the Employees Record for postin 
and advances the Payroll Sheet to the fixed writing pos 


tion—giving perfect registration on all forms. 


Write or phone today for a demonstration—also, for inform 
tion about the new PAYROLLMASTER one-write systems 10 
Accounts Payable and Accounts Receivable. 


PAYROLL TAX SERVICE INC. 
44. West 29th Street, New York 1, N. Y. 
MUrray Hill 4-3078 

















ay be 
of his 
ation? 


RUST 
good 








vents posi 


or posting 
iting pos! 


or informa 
systems {0 


Octo 





THE NEW YORK 
CERTIFIED PUBLIC ACCOUNTANT 
EMANUEL SAxeE, Managing Editor 


The matters contained in this publication, unless otherwise stated, are the statements and 
opinions of the authors of the articles, and are not promulgations by the Society. 





VoL. XXV October @ 1955 No. 10 





The President’s Page 


Picking Up The Challenge 


HERE are many subjects on which I would like to write this month. One, 
however, completely overshadows all the others in importance. 


The membership campaign which is now before you is not a recurring 
thing. It is a one-time campaign aimed at getting 100 percent of the Certified 
Public Accountants of our State into Society membership. 


The objective can be reached only if every member of the Society shares 
the load. No work by the office, by the officers, cr by committees can offset 
failure by the members as a whole to participate. 


Some of us are working on almost a full-time basis for the members of 
the Society and for our profession. Perhaps that is why we feel justified now 
in asking for only a little of the time of each one of our members. 


You have been given a complete list of those we seek to obtain as members. 
It contains almost 6,400 names. It will take you a little time to study the list 
but I urge you to do just that and to do it right away. I further urge you to 
identify and follow up those you know. By now they will all have received 
an invitation to join the Society and an Application Blank. If you have informa- 
tion about any of them, but cannot follow them up yourself, please let the office 
know. Please let us know too of the contacts you make and the success you 
have. 

Some figures recently compiled by the American Institute of Accountants 
are quite provocative. They show that of an estimated total of CPAs in all 
states, 63 percent are members of State Societies. One state, a sparsely popu- 
lated one I will admit, has a hundred percent membership in its State Society. 
There are several with 75 percent or more. We in New York have 51 percent. 
Only five states have lower percentages. You may think that these five are 
states like our own with large concentrations of population and industry. In 
fact it doesn’t work out that way. With one exception they are not. Let me 
give you a few examples of states with which we might expect to be comparable: 
Pennsylvania, 78.2%. Ohio, 74.8%. California, 67.4%. Massachusetts, 62.5%. 

I hope you feel as I do that our State should be the cne to which others 
look for guidance and example. Once again, will you help us make it so? 


Harotp R. CaFFyn, 
President 
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Examination of Financial Statements in 





Connection with the Purchase 
of Real Estate 


By Morris RATNER, C.P.A. 


An effort has been made in this paper to highlight some of the 
major problems encountered in this situation, as well as the 
appropriate audit procedures applicable thereto. 


le recent years the accountant has 
been called upon to play a more 
vital role in the acquisition of real 
estate, especially in connection with the 
purchase of large pieces of property. 
The growth of syndicated groups mak- 
ing possible purchases on a larger scale 
and the impact of tax considerations 
have led prospective buyers to add the 
accountant to the group of experts 
needed to be consulted before such 
transactions are consummated. It can 
be safely said that it is unusual for 
any substantial purchase of real estate 
to be made these days without prior 
consultation between the purchaser and 
his accountant. 

This paper will try to cover the 
accounting phases and aspects involved 
in such transactions and will omit con- 
sidation of any tax problems involved. 
We will start with the premise that 
the prospective purchaser has examined 
into such matters as the physical con- 
dition of the property, rental condi- 





Morris Ratner, C.P.A., has 
been a member of our Society since 
1931, and of the American Insti- 
tute of Accountants since 1945. He 
is a member of the Society’s Com- 
mittee on Real Estate Accounting. 

Mr. Ratner is engaged in public 
practice as a Certified Public Ac- 
countant in his own office in New 
York City. 

This paper was presented at a 
technical meeting of the Society held 
on May 5, 1955, under the auspices 
of the Society’s Committee on Real 
Estate Accounting. 
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tions in the area, and the many other 
factors which have led him to decide 
that he wanted to buy the property in- 
volved; also, that competent counsel 
will handle all the necessary legal prob- 
lems. y 

Most acquisitions of real estate will 
generally be in the form of purchas- 
ing the actual real and personal prop- 
erty, commonly known as purchase of 
the fee, or of buying the stock of the 
corporation or corporations owning the 
property directiy or through subsidi- 
ary corporations. If the property is 
being leased or an existing lease is 
being purchased, the. problems to be 
considered -will be to a great extent 
similar, at least in the examination 
of the income statement. For the pur- 
poses of this paper, the properties to 
be acquired will be large apartment 
houses or residential developments, 
office buildings, shopping centers or 
similar projects, or leases on such 
properties. 


Essential Preliminary Data 


We will assume that the buyer has 
received from the seller a copy of the 
Statement of Income and Expenses 
for the property covering the last fiscal 
or calendar year, and also, possibly, a 
similar statement covering the short 
period since the end of such year, if 
the transaction is a fee deal. If it isa 
stock deal, then a copy of the corpora- 
tion’s Balance Sheet and Surplus 
Statement will also be available. It is 
these financial statements which we will 
be required to examine. 

It is also customary for the ac- 
countant to be furnished with, or asked 
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to prepare, a _ projected estimated 
Statement of Income and Expenses 
based upon prior years’ experience ad- 
justed to current factors. This state- 
ment, as adjusted, based upon our 
audit and findings, is probably the most 
important part of our report, as far 
as our client is concerned. Therefore, 
as | proceed, and make reference to 
estimated income and expenses, it is 
with the thought in mind that we will 
translate the results of our audit into 
this projected estimated income state- 
ment. 

No such audit can or should be con- 
sidered as adequate without a proper 
examination of prior years’ operating 
figures, preferably the two years prior 
to the year under examination. This is 
essential, so that a so-called normal 
yardstick of income and expenses can 
be more readily ascertainable. The 
peaks and valleys and the distortions in 
any one year’s operating figures will 
be more apparent where the examina- 
tion covers a three-year period. 

Although some consideration must 
be given to the scope of the engage- 
ment in each instance, this paper is 
based on the premise that the account- 
ant has not been limited in his engage- 
ment, but has been authorized to make 
such tests and examinations as are in 
his discretion necessary. 

Our first step should be to ascertain 
the terms of the agreement between 
the buyer and the seller. If a contract 
has been drawn, a copy of the contract 
should be secured. If no contract has 
yet been drawn, there is usually a 
memorandum of agreement subject to 
the drawing of an actual contract, 
which contains the essential points of 
agreement. If the contemplated trans- 
action is a fee deal, then we can pri- 
marily concern ourselves with the in- 
come statement. If however, the trans- 
action is a stock deal, then of necessity 
we must also concentrate on the corpo- 
ration balance sheet. 

It has always been my belief that 
where a stock deal is contemplated, it 
is desirable for the accountant to make 


1955 


at least a preliminary examination of 
the books of account of the owning 
corporation to ascertain, if possible, 
any major items of possible contro- 
versy which should be provided for in 
the contract of purchase and of which 
the buyer and his attorney may not be 
aware. 

As an illustration: In one case in- 
volving a stock deal, we learned that 
the federal income tax returns of the 
corporation being sold had been filed 
as part of a consolidated group of ap- 
proximately 40 corporations for sev- 
eral prior years. After considerable 
further discussion and consultation, the 
conclusion was reached that the deal 
should be called off, inasmuch as the 
possible additional tax liability of the 
group for prior years might be very 
large and no basis of agreement could 
be reached between seller and buyer 
for an adequate provision for such a 
contingency. 

In another similar instance, it was 
possible to change the contemplated 
stock sale into a fee deal and thus 
overcome that hurdle. 


Audit of Gross Income 


Let us now consider the case of a 
fee sale of an apartment house or an 
office building as an example of what 
would or should be required of the 
accountant. At the risk of being repe- 
titious, we can begin by saying that in 
most instances the buyer is basically 
interested in making sure that the in- 
come which he has been led to believe 
the property will yield, is really there. 
This involves primarily an examina- 
tion of the operating accounts of the 
seller to determine whether the gross 
income and expenses shown on the 
statement submitted are substantially 
correct and when adjusted to current 
factors truly reflect the projected oper- 
ating results. I do not intend to list 
every step in an examination of this 
type, but simply will try to point out 
the highlights and major items of 
importance which merit attention. 


573 








We will start with the item of in- 
come, usually the first consideration of 
the buyer. The major classes of in- 
come are as follows: 


Rental Income from Apartments 
Rental Income from Garages 
Rental Income from Stores 
Income from Sub-metering of 
Electricity or Similar Utilities 
Radio and T. V. Aerial or Master 
Antennae Rentals 
Washing Machine Income 
Vending Machine Income 


Rental: Income 


This income should be checked first 
with the rent register and then recon- 
ciled with the cash records. Since 
usually these are regular fixed amounts 
for each apartment or unit rented, 
such amounts should be determined. 
If there are leases, amounts called for 
by leases should be checked with rent 
records. 

Particular attention should be paid 
to: 


(1) Percentage clauses in rentals of 
commercial space, if any, including 
the basis for estimated excess rentals 
and possible changes in such excess. 


(2) Concession to tenants, if any, 
either applied or to be applied. 


(3) Advance rentals collected, par- 
ticularly applicable to: 
Master Radio Antennae Rentals 
Washing and Vending Machine 
Store Rents 


(4) Frequency and amount of 
vacancies. Here a historical review of 
vacancies over the prior three-year 
period, and even of such experience 
since statement date, would be very 
valuable. In most instances the esti- 
mated income statement provides a re- 
serve for vacancies based on a per- 
centage of gross rentals. This test- 
check will help determine the adequacy 
of such reserve. 


(5) If premises are subject to rent 
control, it is extremely important to 
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ascertain whether rents being charged 
are not in excess of approved rentals. 
It is suggested that this matter be 
checked with the attorney for the 
buyer. 


Income from Sub-metering 


This type of income is most often 
present in commercial buildings, such 
as office buildings, and can be an 
important source of income. Our ex- 
amination should cover such items as: 


(1) 
(2) 
(3) 


(4) 
(5) 


Scale of rates charged to owner 
in master contract. 


Length of term of master con- 
tract. 


Scale of rates charged to ten- 
ants. 


Terms of leases with tenants. 


Basis for estimated charges for 
owner’s consumption. 


Washing and Vending 
Machine Income 


Frequently such income is based on 
contracts with lessees or vendors, pro- 
viding for a stipulated percentage of 
gross collections. Such contracts should 
be examined and a comparison made 
with similar income as recorded for 
prior periods. Also as mentioned pre- 
viously, there may have been a sub- 
stantial prepayment of income under 
such contracts to watch for. 


Audit of Expenses and 
Related Items 


Let us now turn our attention to 
major items of expenses which will 
affect our projection of net income. 
Obviously these are just as important 
to our buyer client as a proper deter- 
mination of gross income. 


Real Estate Taxes 


These must always be checked with 
the local tax authorities to ascertain 
whether rates or assessments have re- 
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cently been increased, or whether any 
assessments for improvements have 
been omitted in estimating operating 
costs. A check with your attorney as 
to whether any certiorari proceedings 
are pending is also required. 


Interest and Amortization 


These items are fixed by the terms 
of the mortgages on the property and 
are fairly easy to ascertain. If, how- 
ever, there are any special provisions 
dealing with changes in payments, at 
different dates, these must be noted 
for their effect. 


Payroll 


When the property being sold is one 
of many held by the same interests, 
a word of caution may be important. 
It is essential to see that the payroll 
used for the property being examined 
is not hidden by being charged to an- 
other property owned by the same in- 
terests, or buried in a management 
company charge. A recent instance 
was brought to light where the salary 
of the resident manager of a large 
apartment development was _ being 
absorbed by the management firm in 
their management fee. Also, considera- 
tion must be given to a situation such 
as special seasonal help—as in large 
garden apartments, where it is often 
necessary to hire extra help in the 
summer to take care of lawns. and 
grounds. If employees are covered by 
a union contract, rates and fringe 
benefits, especially vacation pay being 
paid, should be checked with the con- 
tract. In some instances, payroll will 
include painters and other special 
maintenance men; in others, these ser- 
vices will be purchased from outside 
contractors. It is important to learn 
in each instance what policy is being 
followed in such matters. 


Repairs and Maintenance 


A close examination of the vouchers 
supporting these charges will often dis- 
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close information of interest to your 
client buyer not readily visible or avail- 
able otherwise—viz: 

Many oil burner repair bills may 
mean faulty or troublesome heating 
equipment. The same may be true of 
elevator equipment. 

Unusually large painting costs may 
indicate frequent tenant turnover, if 
this information is not easily ascertain- 
able from rent records. Similarly, a 
lack of normal charges for such items 
may mean a policy of putting off neces- 
sary maintenance until forced to, and 
thus a possible headache for the buyer 
—or that repair costs have been capi- 
talized instead of being charged off as 
expenses. 

Here again, a historical record of 
repair and maintenance charges for 
a three-year period, broken down into 
as many categories as possible, can be 
very enlightening. 


Fuel Oil 


These costs must be examined to 
determine not only the cost but the 
quantity and grade of fuel oil used. 
Some large owners of property have 
been able to secure what amounts to a 
wholesale rate for fuel, because of the 
large quantities they purchase. Your 
buyer may not be able to do as well. 
Also, in attempting to estimate and 
project heating costs, consideration 
should be given as to whether the 
figures for the year being checked were 
for a cold or mild winter. Inasmuch 
as so great a percentage of heating 
cost is concentrated in a few months 
(approximately 50% from December 
1 to March 1), a slightly milder winter 
may mean as much as a 10% reduc- 
tion in fuel costs. A comparison of 
gallonage used for several years will 
often furnish the answer. It is just as 
important to check whether the grade 
of fuel being used is proper, since 
most furnaces are designed to use a 
particular grade of fuel. Consider 
this recent instance: A switch was 
made to No.'5 oil from No. 6 oil 
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after two years of unsatisfactory use 
of the latter grade, shortly before 
property was offered for sale. (No. 
5 cost approximately 9¢ a gallon, 
whereas No. 6 cost approximately 6¢ 
a gallon. This would have resulted in 
a very substantial unexpected increase 
in heating costs for new owner. How- 
ever, it was discovered by us in our 
examination prior to contract, and pro- 
vision for proper guaranties was in- 
cluded in the purchase contract. 


Water and Sewer Costs 


This is a type of expense which 
would seem to create few problems, 
yet it merits some special attention. 
In recent years increased water rates 
have been more the rule than the ex- 
ception, and, in some instances, in- 
creases have been very sizable. In 
New Jersey, water rates were raised 
80% in one increase a few years ago. 
Unless one is watchful, expense for 
water can be badly underestimated. 

Also, with the growth of new hous- 
ing developments in what was origi- 
nally almost rural areas, have come the 
installation of sewer systems and the 
commencement of sewer charges. In 
many instances which were checked, 
sewer charges were either just be- 
ginning or about to begin. This 
thought should be kept constantly in 
mind ; otherwise, we might be seriously 
underestimating operating costs. 


Insurance Charges 


Both adequacy of dollar coverage 
and type of insurance needed should 
be examined. In view of the highly 
technical nature of insurance, it is 
always advisable to recommend that 
the buyer’s insurance broker be called 
in to thoroughly review this subject. 


Depreciation Charges 


Although this is not an item involv- 
ing a cash expenditure, no examina- 
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tion of this nature should omit a re- 
view of both the methods and bases for 
depreciation. In the case of a fee deal, 
the purchaser will have the right io 
determine reasonable rates and desir- 
able methods. In this connection, an 
analysis of the assessed valuation of 
the property to ascertain the separate 
valuation of land and buildings will 
be extremely helpful. If our transac- 
tion is a stock deal, inadequate depre- 
ciation rates or methods will often re- 
sult in paying out unnecessary in- 
come taxes. 

Please keep in mind that I have not 
attempted to comment on every ‘item 
of expenses which should be examined, 
but rather only on those items which 
may merit special attention or may 
have inherent problems requiring 
greater attention. All the other ele- 
ments of operating expenses should 
also be scrutinized and examined. 
Again, a word of caution, only briefly 
touched on previously. Where we find 
multiple ownership and operation and 
the property involved is one of such a 
group, care should be exercised in the 
examination of all expenses to ascer- 
tain that there are no abuses present 
which affect our client. In such multi- 
ple operation, expenses and income, of 
whatever nature, may be shifted from 
one property to another, purposely or 
not. An erroneous allocation of com- 
mon expenses is a simple illustration. 
In some instances, however, with an 
expected sale in mind, a more definite 
plan may be used. We must be dili- 
gent in our examination to be aware 
of such situations. 

If our examination is thorough, then 
the responsibility of the accountant to 
his client-buyer will have been prop- 
erly discharged and a proper deter- 
mination made of the estimated net in- 
come. Since such net income is so 
often the yardstick in determining the 
sale price, any revision of net income, 
as made by the accountant, may result 
in a renegotiated price between seller 
and buyer based on such revised in- 
come. 
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Variations—If a Stock Deal 


Up to this point, I have been talking 
about the examination of the statement 
of income and expenses as related to a 
fee deal. The same items of income 
and expense would be applicable in a 
stock deal, unless, as part of our trans- 
action, the buyer takes over certain 
assets or liabilities which create either 
additional income or expenses. Basi- 
cally, however, the elements of the in- 
come statement are similar, regardless 
of the method of purchase. 

However, if our client is going into 
a stock deal, that is, he is buying the 
stock of the owning corporation, many 
more problems are involved. The 
terms in a stock deal can be many and 
varied, but for the purposes of this 
paper, I will try to confine myself to 
two major patterns, commonly used 
in such transactions. 

(1) The purchase price of the stock 
of the corporation is based upon an 
agreed price for the real estate and 
personal property plus or minus cer- 
tain stipulated adjustments, which usu- 
ally are directly related to the prop- 
erty. This usually means that the 
sellers agree to distribute all the assets 
of the corporation to themselves, ex- 
cept for these certain stipulated items ; 
also that the sellers agree to liquidate 
or assume all the liabilities except 
specifically identified items which the 
buyers have agreed to take over. 

(2) The purchase price of the cor- 
poration is to be based on the book 
value of all the assets less the liabilities 
of the corporation, as agreed between 
the accountants for the sellers and the 
accountants for the buyers. The real 
estate will usually be given a specific 
agreed value by both buyers and sellers. 


Audit of the Balance Sheet 


We are now involved in an ex- 
amination of the Balance Sheet and its 
various components. ‘Most of us are 
familiar with the various steps neces- 
sary in the normal Balance Sheet audit 
and I do not intend to devote any time 
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to the individual steps necessary in 
verifying each asset or liability. 

Let us examine instead some of the 
major items we will have to deal with 
in the stock transaction described in 
(1), above, that is, only certain stipu- 
lated assets and liabilities are to remain 
in the corporation acquired, in addi- 
tion to the real and personal property. 


Let us list some of these assets first: 
Cash in Bank—Tenants’ Security 
Account 
Tenants’ Accounts Receivable 
Mortgage Escrow Accounts 
Real Estate Taxes 
Fire and Other Insurance 
Water and Sewer Charges 
(F.H.A.) M.L.P. 
“ Replacement Reserves 
Inventories 
Tuel 
Building Supplies 
Prepaid Expenses 
Real Estate Taxes 
Fire and Other Insurance 
Water and Sewer Charges 
M.I.P. 
Utility Deposits 


Some of the liabilities usually taken 
over by the buyer, in addition to the 
mortgages, are: 


Interest on Mortgages 

Accrued Payroll, Income and 
Other Taxes 

Accrued Payroll and Other Ex- 
penses 

Due on Insurance Financing 

Tenants’ Securities 

Prepaid Rents 

Concessions and Allowances due 
Tenants 

Real Estate Assessments due in 
Installments 


The contract of purchase between 
the buyer and seller will stipulate that 
these items or others like them are 
to be adjusted as of a specific closing 
date, and either added to or subtracted 
from, as the case may be, the price 
set for the real estate. The resultant 
figure is the purchase price of the cor- 
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porate stock being purchased. It is 
incumbent on the accountants for both 
the buyer and the seller to agree on 
the exact value of such assets and lia- 
bilities and so arrive at an agreed 
price, if such agreement is possible, 
based, of course, on the terms of the 
written agreement. 


Search for Unrecorded Liabilities 


What must not be overlooked, how- 
ever, by the accountant for the pur- 
chaser, are any possible liabilities, both 
direct or contingent, to which the cor- 
poration may be subject and which 
may not be readily ascertainable. Such 
items as possible liability for addi- 
tional tax assessments for income, 
franchise or payroll taxes; liability 
under term contracts for services, such 
as elevator maintenance, exterminat- 
ing, etc.; liability for removal of vio- 
lations or work required by mortga- 
gees, are only a few instances of items 
of such nature. Yet some of these may 
be of such large amounts as to change 
the whole character of the transaction. 
Some of these liabilities may be hinted 
at in the corporation’s books and rec- 
ords, but others may be more difficult 
to determine. But they should be 
guarded against, if possible. For ex- 
ample, we should check with the cor- 
poration’s attorneys to ascertain if 
there are any actions pending and of 
what nature. 

An examination of both the stock 
certificate book and particularly the 
minute book should be considered a 
required step in all stock transactions, 
especially with reference to contingent 
liabilities. It is essential that we de- 
termine that the business of the cor- 


poration, at least as reflected in the 
minutes of the corporation, has been 
properly conducted. If the minutes 
do not reflect proper authority for the 
transactions recorded on the books and 
records, we must call this to the at- 
tention of the attorneys for the buyer 
for any remedial action they consider 
necessary. 

Thinking of possible additional lia- 
bilities reminds us of the necessity of 
examining all tax returns — federal, 
state and local — for all open years. 
We are all aware of the possible lia- 
bilities for such items and the result- 
ing necessity for careful scrutiny of 
income and deductions reported. We 
should also request permission to see 
the last Revenue Agent’s report avail- 
able or any similar report for state and 
local returns, if any. 

One last thought, by way of con- 
clusion. We all hear and read, from 
time to time, of the importance of 
checking on post-audit and _post-bal- 
ance-sheet events. In examinations of 
this nature, that principle cannot be 
overemphasized. Many instances and 
experiences have demonstrated again 
and again the importance of checking 
on events subsequent to the Balance 
Sheet date and right up to the date of 
our report. 

Sometimes I believe that we account- 
ants are called upon for qualities we 
wish we had. We are often expected 
to have the detecting abilities of an 
I. B. I. agent, the patience of Job; 
and some of the legendary wisdom of 
Solomon wouldn’t hurt either. I take 
this as a tremendous tribute to our 
profession and hope we can continue 
to merit such faith. 
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The Anchin Case: Its Legal Implications 
for Accountants in Tax Work 


By Epwarp Ross ARANow, Esq. 


orH the legal and accounting pro- 
B fessions will be interested in the 
implications of the decision in the suit 
by Anchin, Block & Anchin, New 
York accounting firm, against Penn- 
sylvania Coal & Coke Corp. (now 
known as Penn-Texas Corp.) 

The highest court of New York 
unanimously upheld a judgment of 
the lower courts in favor of Anchin, 
Block & Anchin, which had_ been 
obliged to bring suit to recover a sub- 
stantial fee owing to it under a written 
retainer agreement, which the corpor- 
ation, after change of management, 
refused to pay. 

Anchin, Block & Anchin were the 
regular accountants for the corpora- 
tion, having served in that capacity 
since 1934. In addition to their regu- 
lar accounting services, they handled, 
from time to time, special tax matters, 
which supplemented the work of the 
corporation’s own Tax Department. 

In 1947, the then President of the 
corporation (Berta) requested David 
C. Anchin to consider the possibility 
of reducing the corporation’s ordinary 
income tax, which was expected to be 
very high. After an extensive study 
of the corporation’s books and assets, 
and after exploring and abandoning 





Mr. ARANOw is a member of the 
New York law firm of Aranow, 
Brodsky, Bohlinger, Einhorn & 
Dann. He was trial counsel for the 
plaintiffs (CPAs) in the New York 
Supreme Court and argued the ap- 
peals in the Appellate Division and 
the Court of Appeals. 

The greater part of this analysis 
appeared in the August, 1955, issue 
of The Journal of Taxation, which 
very kindly extended to us permis- 
sion to reprint it. 
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various ideas, Mr. Anchin recom- 
mended that the corporation sell cer- 
tain of its non-profitable, depletable 
assets. It was his opinion that, under 
the circumstances, the losses resulting 
from the sale of these assets would 
be deductible from ordinary income. 

Since the President of the corpora- 
tion preferred to handle such a project 
on a more or less contingent basis, 
written retainer agreements were exe- 
cuted. One agreement was for 1947, 
and the other for 1948. Under the 
retainer agreements, the accountants 
were to receive a rather small mini- 
mum fee and were to be entitled to 
15% of all the tax benefits and interest 
resulting from the sale of the prop- 
erties. The accountants duly filed 
notice of the retainers with the 
Treasury Department. 

The accountants performed a volu- 
minous amount of accounting and tax 
work. While they generally super- 
vised the transactions, they collabo- 
rated throughout with two firms of 
Pennsylvania attorneys who repre- 
sented the corporation. The attorneys 
were present at all conferences at 
which decisions were made. The attor- 
neys prepared and handled all legal 
documents, although the accountants 
reviewed drafts of the same and made 
various suggestions. The accountants 
helped in the preparation of the tax 
returns, which were handled by the 
corporation’s own Tax Department. 

A new group, headed by Leopold 
D. Silberstein, acquired control of the 
corporation in 1951. Sweeping changes 
in personnel were made. Anchin, 
Block & Anchin were replaced as gen- 
eral accountants, but were specifically 
requested to complete the above-men- 
tioned special tax projects. Shortly 
thereafter, the returns, involving the 
sales recommended by the accountants, 
were audited. The deductions (from 
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ordinary income) arising from the sale 
of the properties were approved, 
with minor changes, and the corpora- 
tion thereupon saved approximately 
$233,000 in taxes and interest. The 
accountants then requested payment in 
accordance with the written retainer 
agreements. 

Silberstein suggested that the ac- 
countants “take less”, and when they 
declined to do so, he refused to author- 
ize payment. Suit to collect the fee 
was then instituted in the Supreme 
Court of the State of New York. 

The corporation denied liability. In 
its answer it claimed that: (1) plain- 
tiffs had already been paid; (2) the 
retainer agreements were invalid for 
lack of consideration; and (3) the re- 
tainer agreement had been executed by 
“mutual mistake”. 

Almost two years after suit was 
started, and after many examinations 
before trial during which the accoun- 
tants were exhaustively examined by 
the corporation’s attorneys, the case 
came to trial in the New York Su- 
preme Court, New York County, be- 
fore Mr. Justice Cox and a jury. The 
accountants offered the retainer agree- 
ments in evidence and testified in detail 
as to the services they performed and 
the results achieved. The corporation 
offered no evidence whatsoever in sup- 
port of the defenses it had pleaded. 
At the very end of the case, the cor- 
poration argued, for the first time, 
that the accountants’ testimony showed 
that they had improperly “practiced 
law” under the doctrine of the Bercu 
case [273 App. Div. 524, aff’d 299 
N.Y. 728 (1949)], and, therefore, 
were entitled to no compensation. The 
trial judge remarked that this defense 
had not been raised in the pleadings. 
He nevertheless, over the objection of 
the accountants’ counsel, instructed the 
jury that the plaintiffs could recover 
only for accounting services and not 
for legal services. (The judge made no 
attempt to explain or describe such 
services.) The jury brought in a full 
verdict for the accountants. 
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The corporation appealed to the Ap- 
pellate Division; and after unanimous 
affirmance by that court, [284 App. 
Div. 940 (Ist Dept., 1954)] it ap- 
pealed to the Court of Appeals. The 
Court of Appeals recently unanimously 
affirmed the lower courts (decided 
June 2, 1955). 

In its appellate briefs, the corpora- 
tion’s main contention was that the 
accountants had improperly practiced 
law. It argued that the accountants 
had conceived the ideas, that they had 
directed the entire project, and that its 
attorneys had merely followed in- 
structions. 

The accountants, in their briefs, ar- 
gued that their services were essen- 
tially accounting. services; that they 
had collaborated throughout with the 
corporation’s attorneys; and that they 
claimed compensation only for the ac- 
counting services called for by the 
retainer agreements and no other serv- 
ices, legal or otherwise. In the Court 
of Appeals the accountants also ar- 
gued that the Regulations of the 
Treasury Department with respect to 
practice before it, issued pursuant to 
federal statute, were paramount and 
controlling. 

Unfortunately, none of the courts 
wrote an opinion with respect to the 
“unauthorized practice of law’ issue. 
Of course, it is easy to understand 
why a court will hesitate to write an 
opinion on this complex subject. The 
difficulty of defining the “practice of 
law” in tax matters is readily ap- 
parent; and the drawing of a well- 
defined line, to apply to all situations, 
is probably impossible. 

It is the writer’s opinion, however, 
that the New York courts passed over 
an excellent opportunity to give sup- 
port to the desirability of collabora- 
tion between lawyers and certified pub- 
lic accountants in tax matters. The 
major theme of the principles enun- 
ciated by the National Conference of 
Lawyers and Certified Public Ac- 
countants (created by the American 
Bar Association and American Insti- 
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tute of Accountants) is the desirability 
of such collaboration. Dean Griswold 
of the Harvard Law School, in a re- 
cent address before the Bar Asso- 
ciation of the City of New York, like- 
wise emphasized the desirability of 
such collaboration (2 jTax 130). 

In the Anchin case, the undisputed 
evidence showed that the accountants, 
at the outset, were informed by the 
corporation’s president that all legal 
matters would be handled by certain 
designated attorneys; and that the ac- 
countants consulted and collaborated 
with these attorneys in the handling 
of the tax project. Since the cor- 
poration could not deny that the ac- 
countants had been in regular con- 
tact with the attorneys, it contended 
in the appellate courts that the ac- 
countants were the leaders, that they 
conceived the ideas, and that the law- 
yers merely followed orders. The cor- 
poration argued that the positions 
should have been reversed, and that 
the accountants should have followed 
orders. 

When this argument was presented 
orally in the Appellate Division, one 
of the judges remarked that the law- 
yers had been smart enough to recog- 
nize good ideas when they were pre- 
sented. During the oral argument in 
the Court of Appeals, one of the 


judges observed that if the corpora- 
tion’s contention were adopted, it 
would be necessary to determine who 
had what idea first. 

Since the courts wrote no opinions 
in affirming the judgment for the ac- 
countants, it is difficult to cite the case 
for authority on any proposition other 
than that, under the facts and circum- 
stances of the case, the accountants 
did not engage in the unauthorized 
practice of law. It is probable that 
the accountants’ collaboration with the 
attorneys had a strong impact on the 
courts. However, it is also probable 
that the courts believed that the serv- 
ices rendered by the accountants were 
essentially accounting services and 
not legal services. The accountants’ 
additional arguments, viz; (1) that 
the retainer agreements covered only 
accounting services and that the com- 
pensation requested was only for such 
services and (2) that the Regulations 
of the Treasury Department with re- 
spect to practice before it were para- 
mount and controlling—probably were 
of lesser importance. Inasmuch as the 
plaintiffs brought suit as a firm of 
accountants, it is doubted whether the 
courts attached any significance to the 
fact that David C. Anchin was a law- 
yer as well as an accountant. 
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“Old CPAs never die—they merely lose their balance.” 


—Monthly Leiter, July & August, 1955, 


North Carolina Association of CPAs. 
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The Application and Use of Machines 


and Electronics in Accounting 
By Kermit M. PENNINGTON, C.P.A. 


The mechanization effected by machine accounting suffers from 


the limitation that the 
tion from step to step. 


various devices in use require human direc- 
Electronic accounting results in automa- 


tion, thereby (1) reducing clerical steps, and the cost thereof, 

(2) making possible the standardization of exceptions, previously 

handled manually, and (3) permitting the electronic data process- 
ing machine to make logical decisions in appropriate cases. 


HE question I propose is this: Will 

accounting machines and electronic 
data processing machines ever replace 
accountants? The answer is: No, 
definitely not, but accountants will em- 
ploy them as tools, and therefore they 
must learn their capabilities and how 
to use them. 

The application and use of machines 
and electronics in accounting could be 
considered an outgrowth of many of 
the mechanical and electronic inven- 
tions of the past decades. This is es- 
pecially true in the field of electronics 
where the first computers were devel- 
oped for scientific and mathematical 
calculations rather than for use in the 
field of accounting. This has changed, 
and the accounting application is now 
a field of its own and presents a 
greater challenge to the inventors and 
manufacturers of these machines than 
the development of electronic com- 





Kermit M. PENNINGTON, C.P.A., 
is with Lybrand, Ross Bros. & 
Montgomery, CPAs, in St. Louis, 
Mo. He is a graduate of the Uni- 
versity of Illinois and lectures on 
accounting at Washington Univer- 
sity. 

This paper was presented by Mr. 
Pennington on April 19, 1955, be- 
fore the Cedar Rapids, Iowa, chap- 
ter of the National Association of 
Cost Accountants. 
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puters for the solution of mathematical 
equations. 


History 


Let us take a few minutes to turn 
back the pages of history and have a 
look at the ancestors of our present 
computers. All of them have a com- 
mon origin—the abacus, which origin- 
ated thousands of years ago. The sys- 
tem employed lines or tables on which 
counters were traced. 

The construction of the abacus var- 
ied in ancient times, depending upon 
the materials available, geographic lo- 
cation and state of culture of the users. 
The first system used dust, then more 
elaborate machines (if we may call 
them such) were developed by the 
Romans using grooved wax boards 
with bronze, ivory, or colored glass 
counters. The Chinese and Koreans 
employed bamboo rods for counters 
until the 19th century. The Egyptians 
used pebbles for counters and counted 
from left to right. Pythagoras, the 
Greek philosopher of triangle fame, 
used the abacus, but reversed the direc- 
tion of count. The Russians, Turks 
and Armenians developed similar types 
of abacuses. Today you will find the 
abacus being used in Oriental coun- 
tries, in Chinese laundries in_ this 
country, and it may be bought as a 
counter board in any toy shop. 

In January of this year science re- 
ceived a setback, at least temporarily, 
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at St. Louis University. A Japanese 
student, with an abacus, challenged an- 
other student, with an adding machine, 
to a contest involving addition and sub- 
traction. The Japanese won ten times 
running, sometimes by as much as 
twenty seconds ! 

This brings out an important point 
for consideration in the mechanization 
of today’s business office, and that is 
that the fastest method to get the de- 
sired result is generally the best, 
whether it be by paper and pencil or 
by a million dollar electronic computer. 

In 1617, John Napier invented a 
system of rods for multiplication. 
Blaise Pascal, a Frenchman, whose 
father denied him instruction in science 
until he had mastered Latin and Greek, 
spent his extra time studying geometric 
designs and writing his own mathe- 
matical definitions. At the age of six- 
teen he had written the first thirty-two 
theorems of Euclid, not knowing Eu- 
clid had preceded him. In 1642, he in- 
vented the first adding machine. 

Mr. William Seward Burroughs, a 
bookkeeper in a bank in Auburn, New 
York, in 1880, believed he could in- 
vent a machine that would add. In 
1891, the American Arithmometer 
Company introduced the first practical 
adding machine in St. Louis. Mr. 
Burroughs had spent ten years of his 
life and approximately $300,000.00 in 
developing this machine. 

The following appeared in a -St. 
Louis daily newspaper as part of an 
advertisement of the early Burroughs 
adding machines : 

“Belgrade: Damian Stanislitz, station 

master of Yogodin (Servia) was so upset 

at finding a deficit of $1.25 in his accounts 
that he committed suicide after writing the 
railway company stating his error. 
“When his accounts were examined, it 
was proved that an error in casting up had 


led him astray. There was not a penny 
missing.” 


The punch line of the ad informed the 
reader that Burroughs adding machines 
were available through the company’s 
St. Louis agent. 
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Dr. Vannevar Bush, of the Massa- 
chusetts Institute of Technology, de- 
veloped a so-called “mechanical brain” 
in the late twenties to solve problems 
in differential calculus. The first “giant 
brain” was a result of research on 
dial telephones in the late 1930’s by the 
Bell Laboratories. The Mark I, built 
by Harvard University and Interna- 
tional Business Machines in 1944, was 
the first “thinking” machine to get 
wide publicity. Today there are many 
large electronic computers in the coun- 
try on as many different or varied ap- 
plications, in addition to thousands of 
smaller ones—about the size of electric 
refrigerators. Several of the manu- 
facturers have now moved into mass 
production on both giant and smaller 
electronic computers, so we may ex- 
pect the total number and uses of these 
machines to increase rapidly during the 
next decade. 


Machine Accounting 


The fundamental principles of ac- 
counting can best be taught by use of 
pencil and paper, or what is termed the 
“hand system” of bookkeeping. In this 
modern age, the hand system in busi- 
ness has, to a large extent, been re- 
placed by mechanical, and in most re- 
cent years, by electronic systems. The 
student getting out of school who has 
not had any courses in machine or elec- 
tronic accounting is greatly amazed by 
the automation of the business world, 
as compared to what he was taught in 
school. 

Some of the principal advantages of 
machine systems over manual systems 
are: 

1. The automatic addition, subtraction 
and computation of balances and 
accumulated control totals while 
posting. 

2. The protection of records where 
the handling of cash is involved. 

3. The posting of transactions to two 
or more forms simultaneously. 

4. The provision for mechanical proof 
of the work. 
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5. The recording of a large number of 
transactions faster and with a 
higher degree of accuracy. 

6. The translating of the raw data of 
the transaction into a mechanical 
form facilitates further process- 
ing and summarization. 


Accounting machines may be segre- 
gated into three general classes, 
namely multiple-purpose bookkeeping 
machines, special machines, and tabu- 
lating equipment. The first group may 
be further divided between descriptive 
and non-descriptive machines, mean- 
ing the presence or absence of a type- 
writer keyboard, and include such 
standard applications as posting ac- 
counts receivable records, general led- 
ger, voucher systems, payroll, and 
other general applications. The sec- 
ond group, or special machines, in- 
cludes those which are built for a 
specific purpose, and are more or less 
limited in their applications, such as 
central control and proof in banks, 
validating of sales invoices and cash 
receipts, billing, distribution, and win- 
dow posting (used in hotels and sav- 
ings banks). Tabulating equipment 
consists of several different machines, 
each performing a specific function in 
the processing of data by means of 
punched cards. Such equipment is 
employed in a wide variety of ap- 
plications. During the past fifty years 
the typewriters, adding machines, cal- 
culators, bookkeeping machines, and 
tabulating equipment have led to the 
increasing mechanization of office pro- 
cedures. 

Have machine systems reached their 
peak of perfection? The answer to 
this question is in the negative. There 
is continuous development and_re- 
search in accounting machines to im- 
prove their efficiency and expand their 
capabilities. One of the more recent 
developments, and one which has 
meant considerable savings to com- 
panies, was the method of preparing 
the quarterly federal social security 
and state unemployment tax returns 
simultaneously. This is a very simple 
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operation prepared on a_ three-part 


form: (1) federal return, (2) state 
return, and (3) file copy. The col- 
umns for the state information are 
blocked out on the federal return, and 
vice versa on the state return. All 
of the data appears on the file copy. 
The gross amount taxable under so- 
cial security and unemployment is first 
set up in the machine. The form is 
placed in the machine, and the opera- 
tor enters the employee’s name, social 
security number, earnings to date this 
year, and earnings to date previous 
quarter. The machine automatically 
does the rest, computing and enter- 
ing the earnings for the current quar- 
ter, taxable wages under social secur- 
ity and state unemployment, and ex- 


cess over $4,200.00 and $3,000.00 non- 


taxable. The machine accumulates 
column totals for each page. Since 
all computations are mechanically 


achieved, and since a total of all earn- 
ings is stored in the machine to bal- 
ance against the payroll control fig- 
ures, perfect accuracy is obtained. 


Principles of Electronics 


The subject of electronics and elec- 
tronic devices is one of intense anc 
rapidly growing interest to business 
and the country in time of peace and 
war. 

Mr. Alfred N. Goldsmith, a consult- 
ing engineer, suggests three principal 
capabilities of electronics which are of 
particular interest: (1) electronics can 
extend or improve the senses of man, 
(2) supply an electric substitute for 
the physical or mental processes of 
the human individual, and (3) handle 
operations which the human brain or 
hands cannot carry out, at least in a 
reasonable length of time. We are in 
daily contact with the application of 
these capabilities, but more or less 
take them for granted. The ability to 
extend or improve the senses of man 
is one of the most common uses of 
electronics, found in radio, television, 
amplifiers, hearing aids, electron mic- 
roscopes, and many other products of 
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human ingenuity. Secondly, the sup- 
plying of an electric substitute for the 
physical or mental processes of man 
is a great convenience and has many 
economical applications. Some of 
these uses include the automatic opera- 
tion of doors (as used in many stores 
today), operation of machinery where 
it is uncomfortable or dangerous for 
man (as around furnaces and on 
smokestacks), and guarding plants or 
vaults. The third capability, to handle 
operations which the human brain or 
hands cannot carry out, at least in a 
reasonable length of time, is_ illus- 
trated by the development and use of 
electronic computers. When you use 
the telephone, you are using a specific 
application of these machines. The 
first “giant brain” was developed 
through research on dial telephones. 


Electronic Accounting 


Electronic data processing machines, 
as applied to business problems, may 
well be considered the new generation 
of business machines which have. al- 
ready created an important place for 
themselves among the family of busi- 
ness tools and are leading to auto- 
mation of office procedures. Such 
machines are capable of performing 
mathenatical and logical operations 
entirely within themselves. They con- 
sist of four units: the input devices, 
a memory and computing unit, out- 
put devices, and a supervisory control 
panel. 

The basis of supplying raw data 
to and receiving processed informa- 
tion from the machine is by means of 
punched cards and/or tape. The 
punched card is of the same type as 
that used in tabulating equipment. 
Tape is the fastest medium for trans- 
mitting data to and from the machine. 
Information is recorded in the code 
or common language of the machine 
as punched holes in paper tape and 
as magnetic dots on metallic or plas- 
tic tape. 

The alphabet, Arabic numerals, and 
other symbols are coded by use of 
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Binary arithmetic or a modification 
thereof for recording on the ‘tape. 
Pure Binary arithmetic uses only two 
characters, one and zero. Different 
combinations of these, in a four-digit 
number, represent each of the num- 
erals zero through nine. In order to 
obtain a pulse code for twenty-six 
letters, ten numbers and other sym- 
bols, it was necessary to expand the 
Binary system to more than four 
places. Several of the manufacturers 
are using a seven-digit code. 


In a seven-digit excess three code 
the first digit is the check pulse, the 
next two digits are zone indicators, 
and the last four, which are three in 
excess of the puré Binary, represent 
the Arabic number? For example, the 
pure Binary for five becomes‘two in 
the excess three code. The positional 
value of the “1” in the pure Binary 
represents 1, 2, 4, and 8 going from 
right to left. Examples of a seven- 
digit excess three code and the Binary 
system are as follows: 





Excess 
Three Pure 
Code Binary Character 
1 00 0011 0000 0 
0 00 0100 0001 1 
1 00 0101 0010 y 
1 00 0110 0011 3 
0 00 0111 0100 4 
0 00 1000 0101 5 
1 00 1001 0110 6 
1 00 1010 0111 7 
0 00 1011 1000 8 
1 00 1100 1001 9 
1 01 0100 A 
0 01 0101 B 
0 01 0110 ¢ 
1 01 1000 E 
0 10 1010 P 
1 11 0110 4 i 
0 00 0001 Space 
0 01 0000 Carriage 
return 
1 10 1101 Shift to 
upper case 
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Below is a section of seven-channel 
magnetic tape, showing the word 
“Tape” and “1955”. The dot (.) sym- 


bolizes the presence of an electronic 
pulse. 





a. A YS 


Ke NWwWh nan 











The storage capacity of the mag- 
netic tape varies with its length and 
the pulse density, which is the number 
of pulse recordings per inch. Some 
of the tapes now have a capacity of 
5,760,000 characters, which would be 
equivalent to approximately 72,000 
punch cards. Some other important 
characteristics of this tape are that it 
will preserve data permanently, or it 
may be erased and used again for new 
data. 

The reels of magnetic tape are 
mounted on the input devices for 
transferring data into the memory and 
computing unit. The computing unit 
of the machine performs the logical 
and arithmetic processes necessary to 
convert raw source material into the 
desired results. Generally, it consists 
of storage or memory devices, various 
registers, computing circuits, and con- 
trol circuits. There are several types 
of memory devices—mercury tanks, 
cathode ray and vacuum tubes, and 
magnetic tapes, cores and drums, which 
may vary in size and storage capacities 
of digits. Data may be stored in or 
obtained from these units at speeds 
ranging from approximately 5 minutes 
to 12/1,000,000 of a second. While 
the tape has a very large storage ca- 
pacity, it must be read along its length, 
and therefore has relatively “slow” 
access time. 

The output devices of the machine 
include tapes, cards, typewriters, and 
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direct high speed printers, which will 
print at the rate of 900 lines per min- 
ute. The results may be printed in 
any format desired. The number of 
input and output devices and magnetic 
tape units may be varied widely to 
meet the requirements of a particular 
installation or problem. 

The supervisory control panel per- 
mits the operator to manually insert 
data into the machine, and to read 
data from it. It also provides him 
with a means of following the pro- 
gress of a problem through the ma- 
chine and of making necessary changes 
and adjustments. 

Much has been said about the speed 
of electronic computers, one of their 
most important features. The calcu- 
lating speeds, stated in the number of 
operations per second for eleven-digit 
numbers, are approximately: addition 
and subtraction 1,900 to 2,500, multi- 
plication 250 to 450, division 250, and 
comparisons 2,500. These figures 
seem fantastic and difficult to com- 
prehend. The rates will also vary in 
the actual solution of a problem. An 
actual case will best illustrate the sav- 
ings in time, labor and expense that 
may be realized through speed of the 
machine in use. An electronic com- 
puter was used in a government mili- 
tary department in the preparation of 
some 120 complex actuarial tables. The 
computer prepared and checked the 
tables in 104 hours, and required 1,443 


October 








ln Tian wie: at... a a. a 


— 


S OecerTrwmn @&-@ Fr; = | ee, 





ronic 





1 will 
min- 
d in 
er of 
metic 
ly to 
cular 


per- 
nsert 
read 
him 
pro- 
ma- 
inges 


speed 
their 
alcu- 
or of 
digit 
ition 
ulti- 
and 
ures 
com- 
‘y in 
_ An 
sav- 
that 
F the 
com- 
mili- 
n of 
The 

the 
443 


‘ober 





The Application and Use of Machines and Electronics in Accounting 


hours of clerical labor for all of the 
incidental and auxiliary operations in 
preparing the raw data for the com- 
puter, at a total cost of $15,000.00. It 
was estimated that the manual opera- 
tion would have required 28,000 man- 
hours for the same job, and would 
have cost approximately $200,000.00, 
or fourteen times as much. 


Economies 


The adoption of electronic machines 
for accounting in industry will have a 
marked effect on what management 
will expect to receive in operating re- 
ports and when they will be due. The 
use of computers should result in sub- 
stantial dollar savings in clerical la- 
bor, as well as provide better controls 
of business and operations from a 
management point of view. 


The savings in clerical labor may be 
classified as simplifying operations, 
standardizing exceptions, and handling 
new work. The ability of the elec- 
tronic computer to perform a sequence 
of mathematical and logical operations 
entirely within itself eliminates the 
clerical labor that is normally required 
to follow through the successive steps 
of an accounting procedure. When 
such procedure is analyzed, it is amaz- 
ing to find the number of individual 
clerical steps required to complete the 
job in the accounting department. 


In a punch card accounting system, 
which was the highest degree of me- 
chanization available in the past, there 
still remain numerous steps requiring 
clerical labor. These machines were 
not capable of performing a series of 
steps without the aid of someone to 
transfer the data to the next successive 
step or machine. In other words, it 
was mechanization, but not automa- 
tion. Take the example of the auto- 
matic transmission of the car of to- 
day, as compared with the transmis- 
sion and clutch of the car of about 
fifteen years ago. Whereas previously 
it was a mechanical device, requiring 
human direction to the next successive 
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step, today it is purely automatic. 
Therefore, the electronic computer, 
with its ability to follow through a 
sequence of operations as instructed 
from its program tape, eliminates most 
of the labor in the mechanized system, 
and converts it to an automatic 
system. 

The second means of saving clerical 
labor has to do with standardizing ex- 
ceptions which, in the past, have had 
to be handled manually. To incorpo- 
rate these with the normal flow of data 
being processed in a mechanized system 
disrupts the operations. Sets of rou- 
tines can be prepared for handling all 
exceptions, whereas in mechanized sys- 
tems much of the savings have been 
lost because of their manual process- 
ing. The ability of the electronic com- 
puter to follow a set of complicated 
instructions at very high speeds makes 
it practical to process the exceptions to 
the procedure with the normal trans- 
actions. 

Finally, clerical labor may be saved 
in the handling of new work by the 
electronic computer, work which here- 
tofore has never been susceptible of 
mechanization. Prior to this time, the 
mechanized areas in business were 
limited to those which did not involve 
judgment or decisions. For example, 
the machines of the past could not de- 
termine the amount of payroll that was 
taxable for social security nor could 
they compute elegibility for overtime, 
and then proceed with the calculation 
and preparation of the payroll in one 
pass of the data. Today this is com- 
mon procedure for computers. 

One of the capabilities of electronics 
is to handle operations which the 
human brain or hands cannot carry 
out, at least in a reasonable length of 
time, and for this reason there are 
many new horizons open for the ap- 
plication of electronic computers to 
business. The machine can choose 
alternative courses and make logical 
decisions, depending upon the answers 
obtained. However, there is a certain 
limiting factor to these applications, 
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and that is man’s ability to analyze a 
problem in logical steps and translate 
that analysis into the common language 
of the computer. These new fields pro- 
vide great opportunities for savings of 
clerical labor, but the problem of sup- 
plying the computer with the program 
and accurate raw data for processing 
must not be taken too lightly. No 
product is any better than the raw 
materials from which it is made! 


Forecasting 


The dollar savings in clerical labor 
are important, but the controls avail- 
able to management are not to be over- 
looked. The old saying of “hind sight 
is better than foresight” is being in- 
vaded by the electronic computer. 
Chrysler’s slogan for 1955, “The For- 
ward Look”, is very applicable to elec- 
tronics, since electronics certainly pro- 
vide the “forward look” into business. 

Management’s real need is for timely 
projections and forecasts of business 
as a guide for charting future opera- 
tions. In the past, management has 
operated largely on reports of past 
operations—historical reporting. The 
time element is most important, be- 
cause it may be a week or a month 
before current operating reports are 
prepared, and by then they are “his- 
tory.” Where management is supplied 
with significant operating data daily, 
corrections can be made immediately, 
thus avoiding what might have been a 
loss for the period. 

The preparation of projections and 
forecasts requires a careful analytical 
study of the particular problem and 
business in general to determine all 
factors involved and how they will 
affect this problem. Consideration 
must be given to the weighting of all 
variables in proportion to their sig- 
nificance. The next step is to state 
these factors in a formula which can 
be translated into the language of the 
computer. As previously stated, this is 
the limiting factor in the application of 
electronic computers to business. Many 
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techniques and formulae for the prepa- 
ration of adequate forecasts have al- 
ready been developed. The application 
of such procedures requires the com- 
pilation and manipulation of a ire- 
mendous amount of data, which has 
made it uneconomical to obtain ade- 
quate forecasts by manual or past 
mechanized procedures. 

With the preparation of adequate 
“electronic” forecasts, reporting to 
management can now take on the as- 
pect of the “forward look.” Current 
historical data will be used as a means 
of adjusting any distortion in the pro- 
jections for future operations. For ex- 
ample, in political news, forecasts of 
final election returns have been made 
at an early hour, based on past trends 
and all variable information on hand 
at that time, and adjusted for any 
distortion by current hourly returns. 


Conversion 


Before considering a conversion to 
mechanization or automation, an analy- 
sis of present procedures should be 
made. After such a review the fol- 
lowing factors should be considered 
by smaller companies before making 
any change-over: (1) The type of 
operations — where repetitive opera- 
tions occur in volume, electronics may 
be desirable; (2) The use of special- 
purpose machines may be preferable 
to converting all operations on a gen- 
eral-purpose machine; and (3) The 
use of a service bureau may prove 
more profitable than buying or rent- 
ing the machines. 

The preparation of the office for 
automation may take from one to 
two years or longer. One _ person 
should be placed in charge of the pro- 
gram, with a systems group to make 
an analytical review of present pro- 
cedures. Their objectives should be 
to measure daily inputs and outputs 
with respect to each operation, and to 
eliminate unnecessary writing and dup- 
lication, thus simplifying procedures. 
From this review it will be possible 
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to determine the size of the machine 
needed. Once it is decided to convert 
to electronics, there begins the task 
of laying out the procedures in minute 
detail, step by step, for the machine. 
This is known as programming. The 
process of changing over can be 
summed up as a succession of analy- 
ses from broad concepts to finer and 
finer details. 

In large and small companies alike, 
regardless of whether or not it is de- 
cided to adopt electronics, the econo- 
mies resulting from an analytical re- 
view of present procedures should 
offset the cost by providing greater 
work simplifications. Improved man- 
agement control and reporting speed 
may be of greater importance than the 
dollars saved. 

Many companies feel they should 
defer any change-over to electronic 
computers pending further research. 
This theory is based on the rapid de- 
velopment of new machines, which 
immediately makes other models ob- 
solete. A fallacy in such thinking is 
illustrated in the “Eniac,” one of the 
first all-purpose computers for busi- 
ness, which is obsolete, but is still in 
profitable operation. Also, machines 
can be rented, minimizing the obsoles- 
cence factor. Another advantage in not 
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waiting is that maximum use of the 
machine as a management control tool 
can be reached only through experi- 
ence. The conversion to the use of 
electronics in business is one of evolu- 
tion as well as revolution. 


Conclusion 


The future uses of electronic com- 
puters in business are unlimited and, 
on the lighter side of life, there is the 
electronic chess player which, by 
means of its high speed calculations, 
can compute the possibilities in connec- 
tion with each play and thus deter- 
mine the best move. “He” may prove 
to be the champion. In a more prac- 
tical vein, accurate weather predictions 
can be made from hundreds of calcu- 
lations based on the aerological data 
gathered. In the not-too-distant future, 
you can consult the weatherman’s elec- 
tronic computer to determine if next 
weekend will be good for golf! 

In summation, the effect of elec- 
tronic equipment on our economic life 
is of the same magnitude as the effect 
of the H-bomb on our military 
strategy. As in the case of atomic 
power, electronics and its potentialities 
must be made to work for the good of 
all mankind. 
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Internal Audit as an Aid to External Audit 


By Rosert H. WIixtson, C.P.A. 


This paper discusses the benefits which may be derived from close 

cooperation between internal auditors and public accountants, 

and furnishes actual illustrations thereof from the files of the 
writer's firm. 


M* subject tonight is by no means 
a new one. Much has been said 
and written about it in recent years, 
particularly with the growth of in- 
ternal auditing and the increasing 
recognition of its importance in mo- 
dern corporate organization. How- 
ever, even though the subject has 
been explored before, the benefits to 
be derived by close cooperation be- 
tween internal auditors and_ public 
accountants are so great that frequent 
discussion and further exploration 
are certainly worthwhile. I would 
like tonight to tell you about those 
benefits and how they may be ob- 
tained, illustrating the “how of it” 
with some of the experiences of my 
own firm in Denver as well as in 
other offices. 

The chief benefits to be derived on 
the part of the company whose ac- 
counts are being audited are (1) a 
reduction in audit fees and (2) 
greater utilization of the professional 
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skill and broad experience of the 
public accountant made possible by a 
decrease in the time spent on details 
and a proportionately greater amount 
of time available for study and con- 
sideration of the over-all operation of 
the particular business. Such consid- 
eration and study may well result in 
helpful suggestions to management 
not only as to accounting practices 
but as to other phases of the business 
as well. 

The primary purpose of an audit 
by certified public accountants is to 
enable them to express an opinion as 
to the fairness of financial statements, 
their compliance with generally ac- 
cepted accounting principles, and the 
consistency of the application of those 
principles with that of the preceding 
period. In all of these things the in- 
ternal auditor is helpful. 

The report which the public ac- 
countant customarily uses to express 
his opinion generally consists of two 
paragraphs, the first of which includes 
his representations as to the work per- 
formed. The second, or “opinion” 
paragraph, contains the auditor’s find- 
ings as to the financial statements ex- 
amined. This opinion must be based 
upon an examination which was made 
in accordance with generally accepted 
auditing standards and which included 
such tests of the accounting records 
and such other auditing procedures as 
were considered necessary in the cir- 
cumstances. 

The meaning of generally accepted 
auditing standards has been set forth 
in various pronouncements of the 
American Institute of Accountants 
and includes a requirement that there 
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be made a proper study and evalua- 
tion of the existing internal control 
as a basis for reliance thereon and 
for the determination of the resultant 
extent of the tests to which auditing 
procedures are to. be restricted. The 
point at which internal audit first 
aids external audit is in the evaluation 
of internal control. 


Evaluation of Internal Control 


The committee on auditing proce- 
dure of the American Institute of 
Accountants has defined internal con- 
trol as follows: Internal control com- 
prises the plan of organization and 
all of the coordinate methods and 
measures adopted within a business to 
safeguard its assets, check the accur- 
acy and reliability of its accounting 
data, promote operational efficiency, 
and encourage adherence to prescribed 
managerial policies. 

This definition possibly is broader 
than the meaning sometimes attributed 
to the term. It comprehends a system 
of internal control which extends be- 
yond those matters relating directly 
to the functions of the accounting and 
financial departments. However, this 
broad concept of internal control in- 
cludes certain phases with which the 
public accountant does not generally 
concern himself. For example, it is 
impracticable for an auditor in most 
circumstances to investigate opera- 
tional efficiency and adherence to most 
prescribed managerial policies. When 
an auditor investigates internal control 
he is generally understood to concern 
himself only with those aspects of it 
which relate directly to accounting 
matters. On the other hand, the in- 
ternal audit staff may inquire into a 
number of these managerial and policy 
matters as a regular part of their 
audit procedures. 

The system of internal control 
might include budgetary control, 
standard costs, periodic operating re- 
ports, statistical analyses, and an in- 
ternal audit staff to provide additional 
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assurance to management as to the 
adequacy of its outlined procedures 
and the extent to which they are being 
effectively carried out. 

The public accountant will give 
careful consideration to the system of 
internal control in determining the ex- 
tent of the audit tests he must make. 
If the system is found to be weak, he 
may conclude that considerable test- 
ing must be done. On the other hand, 
if the system is found to be good and 
functioning properly, he may conclude 
that less testing is necessary. How- 
ever, any reliance on a system of in- 
ternal control must be based on a 
thorough investigation and evaluation. 
A properly functioning internal audit- 
ing staff, where such exists, is an im- 
portant factor in the internal control 
system. 


Evaluation of Effectiveness of 
the Internal Audit Staff 


In evaluating the effectiveness of 
an internal audit staff, a public ac- 
countant would be guided generally 
by the following broad principles: 

An internal audit staff should be 
used not only as a check on the ac- 
curacy of accounting data and in the 
prevention of fraud, but also as an 
instrument of management in deter- 
mining adherence to prescribed poli- 
cies. Thus, the audit activities should 
cover all departments. The review and 
appraisal must be independent and 
unbiased—free from any departmental 
influence as to the scope of the audit 
program and the method of reporting 
thereon. The internal auditor should 
be free to advise management of any 
deficiencies noted, without fear of 
reprisal from any department heads. 
His relationship to the department 
head should be clearly set forth by 
management to avoid any misunder- 
standing as to their relative positions. 
Under such conditions the internal 
auditor is in a position, without any 
limitations, to serve management in 
the detection of fraud, weaknesses in 
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procedures, and in the clarification of 
policies on a company-wide _ basis. 
Also, it seems to me that these condi- 
tions should be present if the public 
accountant is to have full confidence 
in the reports of internal auditors as 
an aid in determining the extent of 
his tests. Obviously, the competence 
of the internal audit staff together 
with the scope and thoroughness of 
the work performed must also be con- 
sidered. 

Having determined the existence of 
internal auditing and how it is being 
done, the public accountant should 
then determine what is being done 
and how he can coordinate it with his 
own work. It should be remembered 
here that the public accountant cannot 
delegate his responsibility. Regardless 
of the integrity and competence of 
the internal auditor, he is still a part 
of the company whose financial state- 
ments are being examined and the 
public accountant cannot delegate to 
another any auditing procedure which 
he feels is necessary in the circum- 
stances. The public accountant, how- 
ever, can consider the work of an in- 
ternal audit staff as complementary to 
his own. 

I think it might be interesting if I 
told you now of some examples of 
how my firm has used the work of an 
internal audit staff as an aid to its 
own. 


Evaluation of the Internal Audit 


During the course of planning our 
work for the current year, represen- 
tatives of our office, generally a part- 
ner or principal, together with the in- 
charge accountant, visit the office of 
our client to discuss any problems 
which have arisen or which are ex- 
pected to arise and to program our 
work. Where an internal audit staff 
exists, we normally request all intern- 
al audit reports, work papers, and 
audit programs. In some _ instances, 
arrangements are made to have in- 
ternal audit reports sent to us period- 
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ically during the year as they are ren- 
dered by the internal audit staff. 
These documents are subjected to 

a very careful review for the follow- 

ing purposes: 

1. To determine the scope of the 

work performed. Yor example, 

we might ask the following ques- 
tions: | 

a. Was the work concentrated on 
balance sheet accounts, on in- 
come and expense accounts, on 
policy matters, on systems mat- 
ters or did it cover all of these 
things ? 

b. Did the work performed on 
inventories include physical ob- 
servations or was it confined to 
book figures ? 

c. Did the work on receivables in- 
clude direct confirmation of the 
accounts 7 

In other words, we must 
form an opinion as to the 
adequacy of the scope of the 
internal audits so that we may 
judge to what extent and in 
what particulars we may rely 
on them. 

To determine the competence of 

the audit staff. This would be 

done by a review of the audit 
work papers and by inquiry and 
discussion. 

3. To determine which branches, 
plants, or subsidiaries have or have 
not been audited during the year, 
and the frequency of such audits. 

4. To determine the results of the 
audits. This would be done pri- 
marily by reviewing the audit re- 
ports. Special attention would be 
given to comments on inaccuracies 
in the records and to criticisms or 
suggestions for improvements. We 
would also determine what steps, 
if any, had been taken to correct 
any reported deficiencies. This re- 
view would also be an aid in point- 
ing up trouble spots in which we 
might wish to concentrate or ex- 
tend our tests. 
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Internal Audit as an Aid to External Audit 


In addition to reviewing these docu- 
ments, we would discuss them with 
the head of the auditing department 
and perhaps with other officials. 

This work is most frequently done 
in the client’s head office. However, 
in the case of one of our clients with 
a great many branches, we have ar- 
ranged to be notified in advance of the 
dates of visits to the various plants. 
We then have one of our representa- 
tives present during the course of the 
visit to observe the work of the in- 
ternal auditors, review his work 
papers, and discuss his findings with 
him. This arrangement has_ been 
very satisfactory. 


Coordination of Work of External 
and Internal Audits 


The evaluation of internal audit 
having been accomplished, we then 
plan to coordinate our work with 
theirs. This coordination may take 
many forms such as joint audits of 
branches, omission of audits by us of 
certain branches, joint inventory ob- 
servations, use of internal audit work 
papers and the preparation of addi- 
tional work papers for our use, limita- 
tion of tests of certain accounts, etc. 
I will attempt to illustrate specific 
examples of this coordination. 


Audits of Branches or Subsidiaries 


One of our clients in Denver has a 
large number of plants spread over a 
wide area. While certain accounting 
controls are maintained at the head 
office, it is necessary to visit the plants 
to perform certain important audit 
procedures including observation of 
inventories. Because of the size of the 
company as a whole in relation to each 
of the plants, we do not consider it 
necessary to visit all of the plants in 
any one year although we do endeavor 
to rotate our visits so that all of them 
are examined by us over a period of 
years. In determining the plants to 
be visited we are guided by three fac- 
tors, (1) our overall objective as to 
the total coverage we deem necessary 
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to enable us to certify to the financial 
statements, (2) the size of each plant, 
and (3) whether or not the plant has 
been examined by internal auditors 
during the year. 

In the case of this particular client, 
several of its plants are so large in 
relation to the company as a whole 
that we consider it necessary to visit 
them every year. In those cases, we 
frequently try to arrange for joint 
visits by ourselves and internal audi- 
tors and to develop an arrangement of 
the work to avoid duplication to the 
extent possible. Our time can be con- 
siderably reduced as a result of these 
joint visits. Our own tests may be 
modified or limited where we find that 
the internal auditor is making an in- 
tensive investigation of certain ac- 
counts; reliable quick answers can be 
obtained as to matters of home-office 
policies or entries originating in home 
office ; time required in observation of 
physical inventories will be curtailed 
since the internal auditor assumes re- 
sponsibility for direction and control 
of inventory taking and makes test 
counts of his own; and the time re- 
quired for follow-up and investigation 
of unusual items disclosed by our tests 
of the accounts can be greatly reduced 
with the help of the internal auditor. 
Cooperation is possible in many other 
phases of the work as well. 

As to those plants which are not 
significant in size, we generally plan 
to visit as a minimum those plants 
which have not been examined by in- 
ternal auditors during the year. In 
order to meet our overall require- 
ments and keeping in mind our plan 
for rotation of visits, we often sched- 
ule visits to plants which have had 
audits during the year. In those cases, 
the extent of our work is influenced 
by the work done by internal auditors 
as shown by their work papers and 
reports, 


Work at Headquarters 


Here again there are many oppor- 
tunities for reliance on the work of 
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internal auditors. Some examples are 
as follows: 

Cash Accounts: In a number of 
instances among our clients, the in- 
ternal auditing department is respon- 
sible for the reconciling of bank ac- 
counts. Copies of the bank reconcile- 
ments showing details of reconciling 
items are prepared for our use to- 
gether with a summary of the cash in 
banks. In those cases where we are 
satisfied that the reconcilement pro- 
cedures are thorough, our work in 
connection with reconcilements is then 
generally limited to a test of the ac- 
curacy of the reconcilements, deter- 
mination of the propriety of reconcil- 
ing items, and agreement with certi- 
fications obtained by us from the 
banks. We also obtain cut-off state- 
ments as a further check on the recon- 
cilements. 

Where petty cash funds are counted 
by the internal audit staff, we some- 
times limit our verification to obtain- 
ing confirmations from the custodians 
except that where substantial amounts 
are in individual funds, we might also 
wish to count them. We are also sup- 
plied with a summary of all petty cash 
funds. 

Receivables: There are many op- 
portunities for cooperation between 
internal and external auditors in con- 
nection with verification of receiv- 
ables, particularly in the confirmation 
of the accounts. One of our clients 
has a great many branches each of 
which has numerous balances receiv- 
able. Traveling auditors of this client 
visit the branches at least twice each 
year and, as a part of their examina- 
tion, confirm a portion of those re- 
ceivables. As a result of this, the 
percentage of accounts from whom we 
request confirmations is considerably 
reduced. Further, in the case of this 
client, a list of the accounts from 
whom no reply to our request was re- 
ceived is turned over to the internal 
auditors for follow-up. The results 
of their investigation are made avail- 
able to us. 
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In other cases, we select certain of 
the accounts for confirmation leaving 
the balance, or certain of them, to be 
confirmed by the internal auditors. 
Frequently, the internal auditors aid 
us in helping, under our control, to 
prepare our confirmation forms. 

Much of the paper work in con- 
nection with our verification of re- 
ceivables can also be done by internal 
auditors. For example, the prepara- 
tion of an aged trial balance of re- 
ceivables is a time-consuming job in 
many cases. If such a trial balance 
were prepared by the internal audi- 
tors for checking by us, a further 
saving in time would result. 

Inventories: I mentioned earlier 
the time-saving possibilities in obser- 
vation of inventories in connection 
with joint audits. The same possibil- 
ity exists where joint visits are made 
for the purpose of inventory tests 
only. We frequently make such ar- 
rangements. Also, as a general prop- 
osition, we consider that where intern- 
al auditors are periodically checking 
physical inventories, we need not visit 
as many locations for that purpose. 

Revenue Accounts: Our examina- 
tions usually include an analytic re- 
view of income and expense accounts 
for the purpose of determining the 
reasonableness of the amounts. Any 
unusual fluctuations are investigated 
to determine their cause and propriety. 
This information is very useful to 
management and, in the case of one of 
our public utility clients, the internal 
audit staff has adopted the procedure 
as a regular monthly operation. The 
results of their review and investiga- 
tion are made available to us and aid 
us considerably in our work. 

Payables: One of our clients does a 
great deal of short-term financing 
with banks on a more or less con- 
tinuous basis throughout the year. 
More than 100 banks are involved and 
the total amount due to banks is a 
significant figure in the balance sheet. 
Because of its importance, the whole 

(Continued on page 598) 


October 














n of 
ving 
Oo be 
itors. 
aid 
kL to 


con- 
 re- 
ernal 
ara- 
re- 
b in 
lance 
1udi- 
rther 


lier 
bser- 
ction 
sibil- 
nade 
tests 
ar- 
rop- 
tern- 
king 
visit 
se. 
1ina- 
. Te- 
yunts 
the 
Any 
rated 
‘iety. 
1 to 
1e of 
>rnal 
dure 
The 
tiga- 
| aid 


eS a 
cing 
con- 
year. 

and 
is a 
heet. 
hole 


ober 





How Students View Internship Programs 
By Ropert W. CoMER 


This paper presents the views of the writer and some of his 
felluw-students, based upon their experiences while participating 
in various internship programs. 


oo American Accounting Associa- 
tion Committee on Internship 
Programs reported in 1951 that 
“|. , internship programs are educa- 
tional devices and their value must be 
judged from the benefits which the 
students participating in such a program 
receive. The benefits to the employers 
and the administrative difficulties of the 
schools are factors to be considered but 
must be given minor regard.” 1 


What do students expect to gain 
from an internship in accounting? 
What are the benefits which they may 
receive, and how can an employer par- 
ticipating in such a program provide 
these benefits? This article is con- 
cerned with the answers of represen- 
tative students to these questions. 

Internships in accounting originated 
through the cooperation of progressive 
universities and public accounting 
firms. The success attained in such 
programs by public accounting firms 
encouraged large industrial firms also 
to adopt them. Even though the in- 
dustrial and public accounting intern- 
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ships differ in a few minor respects, 
the fundamental problems to the par- 
ticipating employers are not unlike; 
their attitudes and treatment of the 
intern should be the same. 


Benefits Available from 
Internship Program 


There are many benefits for all of 
the participants in the accounting in- 
ternships—the employers, the universi- 
ties, and the students.. Through the 
operation of an internship program, 
public accounting and industrial firms 
are afforded an opportunity to screen 
their prospective permanent employees 
before an actual commitment must be 
made. Besides being an excellent 
staff-recruiting method, it may also 
provide high-calibre temporary em- 
ployees in the peak season for public 
accounting firms and vacation-period 
replacements for the industrial firms. 
Moreover, the goodwill created with 
the student will be greatly magnified 
when he returns to school and relates 
his experiences to other accounting 
students. 

The university is likewise benefited 
by a well-managed internship program 
through its increased ability to provide 
more adequate training opportunities 
and, also, its greater facility in plac- 
ing its accounting graduates. Class- 
room lectures are given a more prac- 
tical meaning by the on-the-job train- 
ing, resulting in better equipped grad- 
uates, better assured of success and 
satisfaction in the accounting pro- 
fession. 

Nevertheless, whether an internship 
creates goodwill for the firm or better 
training facilities for the university, 


1“Report of the Committee on Internship Programs.” The Accounting Review. July, 
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the success of the entire program re- 
volves around the student and the 
benefits he receives. We must assume 
that the participating students have 
been carefully selected by the school 
officials and firm representatives ac- 
cording to their college records and 
personal attributes. They generally 
will be responsible, conscientious 
young men, eager to succeed in an 
important assignment. 

Because the selection of a career is 
a matter of great moment, a student’s 
decision to engage in the internship 
program is always based upon a 
meticulous evaluation of the numerous 
factors involved. A few of the factors 
are as follows: (1) the student wishes 
to balance his training: (1) he is con- 
sciously aware that his successful per- 
formance will establish a valuable job 
contact for, him at a later time; and 
(3) the trial period in either public 
or industrial accounting will indicate 
his aptitude in these respective fields 
and the advisability of pursuing them 
after graduation from college. 


Factors Basic to a Successful 
Internship Program 


Now we come to the question, “In 
what manner may the participating 
firm provide cooperation and assist- 
ance that will most readily benefit the 
student, and thereby benefit the firm?” 
Most employers are quite aware that 
many of the following points are 
fundamental to good employer-em- 
ployee relations, but they are given 
emphasis in this article because of 
their greater importance in the case 
of an undergraduate intern, who is 
merely a temporary employee in a spe- 
cial situation. 

(1) It is vital that every conceiv- 
able step be taken to assure the in- 
tern of his welcome. Since the dura- 
tion of his employment is short, an 
accelerated orientation program should 
be arranged to acclimate the student 
to his new surroundings without sac- 
rificing valuable time. This generally 
can be accomplished by spending one 
or two days explaining the organiza- 
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tional structure, touring the office or 
factory, describing the type of work 
that the intern will perform, and talk- 
ing with a few of the firm’s per- 
manent employees. 

(2) It is necessary that the intern 
be assigned to work with men who 
are enthusiastic about the internship 
program. These men must be familiar 
with the objectives of the program 
in order that they may effectively co- 
operate with it. There is nothing so 
disheartening to an intern as a super- 
visor who is resentful of the presence 
of an inexperienced student. In some 
cases students have faced unfair treat- 
ment and complete indifference from 
the men in position to give them the 
greatest boost and assistance. This is 
a situation that should be avoided. 

(3) Reports have been received 
that in some instances interns have 
been asked to represent themselves 
as being permanent staff members 
rather than interns, in contacts with 
employees of clients’ offices. This 
may seem to be momentarily expedi- 
ent, but most students are opposed 
to an arrangement of this sort even 
though their desire to cooperate may 
prevent them from expressing disap- 
proval of this idea. Furthermore, a 
staff member of a public accounting 
firm should seldom, if ever, find it 
necessary to discuss his qualifications 
with clients’ employees, and it would 
not be in good taste for him to volun- 
teer such information. Nevertheless, 
the intern should not be placed in the 
embarrassing position of being asked 
to misstate his connection with the 
firm if such a question is asked of 
him by a client. Generally, clients are 
remarkably enthusiastic and coopera- 
tive with those taking part in intern- 
ship training programs. 

(4) Diversification of assignments 
is another desirable goal, because the 
student is interested in balancing his 
training and surveying the field of 
accounting. This can best be _illus- 
trated by citing the experience of one 
student engaged in a twelve-week in- 
ternship with a large industrial com- 
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How Students View Internship Programs 


pany. During the training period, he 
spent five weeks in a departmental 
accounting office, dividing the time 
equally among accounts payable, sales 
tabulating, customer billing, and gen- 
eral accounts. Another five-week 
period was spent on an internal audit 
of payroll. The final two-week as- 
signment consisted of special cost 
analysis work, designed to round out 
the internship activity. Any student 
exposed to this wide range of ex- 
perience during his internship could 
not help but appreciate the value of 
the program. 


For the public accounting firm, di- 
versification presents a similar prob- 
lem. The audit assignments should 
be made with consideration for the 
nature of the client’s business, the 
personality and experience of the 
senior, and the location of the engage- 
ment. One student was assigned to 
the audits of a department store, an 
investment bank, and an electrical 
manufacturer, each of which was con- 
ducted by a different senior and one 
of which was located in another city. 
It should be remembered that, even 
though an intern is willing to do his 
share of the detailed work, he may 
become dubious of the value of his 
work away from the university if he 
is asked to check unrecorded liabilities 
for a three- or four-week period. In 
these cases, although infrequent, the 
student may wish he were back in the 
classroom. ; 


_ Even diversification is not desirable 
if the assignments do not entail work 
commensurate with the student’s ex- 
perience. Nearly any phase of an 
audit is characterized by various com- 
plexities, and only by struggling with 
these abstruse concepts and _proce- 
dures is the student most likely to 
learn. Nevertheless, many tasks are 
beyond the scope of the intern’s pre- 
liminary training and, without suffi- 
cient guidance, he may merely repro- 
duce the working papers of the prior 
year without understanding the prin- 
ciples involved. As the audit pro- 
gresses, the senior in charge should 
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attempt to integrate the seemingly 
unrelated portions of the audit by 
explaining the significance of each of 
them. This expert explanation will 
greatly supplement the intern’s own 
active pondering. The same rules ap- 
ply to the work of the industrial 
intern. 

(5) But the program should not 
stop at this point. Interns are eager 
to meet the partners or controllers 
or other outstanding men in the re- 
spective participating firms, and ar- ° 
rangements should be made by the 
firms to assure the students an oppor- 
tunity to associate with them. One 
public accounting firm accomplished 
this by arranging a luncheon for all 
of its interns with several of the 
leading partners serving as hosts. Not 
only were the students grateful for 
this courtesy, but the partners were 
brought into direct contact with an 
important phase of the personnel pro- 
curement and training function. The 
inevitable result is increased interest 
in the program and an enhancement 
of goodwill. 

(6) It was mentioned above that 
the internship experience should in- 
dicate to the student his aptitude in 
accounting. For this reason, the in- 
ternship is not complete until a re- 
sponsible representative of the firm 
has reviewed and evaluated the in- 
tern’s work and discussed it with him. 
Students generally appreciate frank 
opinions of the advisability of enter- 
ing the profession. At this time, con- 
structive criticism may be presented 
to help the student overcome his re- 
mediable short-comings and develop 
those personal qualities that may im- 
prove his chances for success. Many 
students consider this the most valu- 
able phase of the entire program; the 
benefits are greatly diminished if this 
phase is carelessly or inadvertently 
omitted. 

(7) After the students return to 
school, many employers consider their 
relations with the interns temporarily 
terminated, at least until the time for 
conducting interviews with graduating 
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How Students View Internship Programs 


college seniors. Few firms realize 
that the students are proud of their 
affiliation with a public or an indus- 
trial firm and are eager to retain their 
contacts. The firms that are aware of 
this feeling follow-up the employment 
period by various methods — mail- 
ing staff bulletins and publications, 
arranging post-internship luncheons 
wherever geographically possible, or 
merely writing a letter referring to 
the student’s academic progress. A 
follow-up is as important in this situ- 
ation as it is in a sale or a prospective 
audit engagement. 


These are a few of the more im- 
portant points necessary for a suc- 
cessful internship program in the 
opinion of students who have partici- 
pated in them. They do not ask to be 
pampered ; they wish to be treated in 
much the same manner as permanent 
employees. However, 
circumstances do warrant considera- 


tion, if they are to receive maximum | 


benefit from these programs. Most 
interns will reciprocate by exerting 
their best efforts to make the pro- 
gram equally beneficial to the em- 
ployers and the universities. 
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Internal Audit as an Aid to External Audit 


(Continued from page 594) 


operation is subjected to very close 
scrutiny and control by the internal 
audit staff. A duplicate of each note 
is sent directly to the audit depart- 
ment when drawn. The notes are pre- 
numbered and all numbers are ac- 
counted for by the audit department. 
The amounts of all notes are traced 
to deposits on the bank statements, 
and, when paid, the canceled notes are 
sent by the banks directly to the audit 
department. 

At the end of the year, there is 
prepared for our use a schedule of all 
transactions during the year and the 
balances due at the end of the year. 
As a result of this close control, we 
are able to satisfy ourselves as to 
notes payable in considerably less 
time than would otherwise be the 
case. 


In the case of trade accounts pay- 
able, the internal auditor may also be 
helpful. A public accountant custom- 
arily reconciles open items on the 
voucher register, or balances of the 
individual accounts, with the respec- 
tive control accounts to see that they 
are in agreement. Under certain cir- 
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cumstances, an aging of the accounts 
may also be prepared. In many cases, 
the preparation of these schedules is 
done for us by internal audit depart- 
ments and our work is limited to test- 
ing the schedules. 

Further, in a number of cases I 
know of, all invoices are examined by 
the internal audit department prior 
to payment. In those cases, we have 
been able to reduce the extent of our 
own examination of invoices. 


* XK * 


In the foregoing examples I have 
touched only the high-spots. If time 
permitted I could probably go through 
each item appearing in financial state- 
ments and cite some way in which 
internal audit could be an aid to us 
in our examination. 

The examples I have given I be- 
lieve indicate that internal audit is a 
great aid to external audit and, that 
if the two are properly coordinated, 
can serve not only to reduce audit fees 
but to make available to the public 
accountant more time for broader 
considerations. 
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New York State Tax Forum 





Conducted by BENJAMIN Harrow, C.P.A. 


Real Estate Corporations—2% Tax 
on Stock Dividend Distributions. 


In a lengthy and comprehensive 
opinion’ the Attorney General holds 
that a distribution by a corporation of 
its own par value stock, based upon a 
transfer of earned surplus to capital, 
is a dividend subject to the additional 
2% franchise tax under Section 182 
of the Tax Law. The question as the 
Attorney General saw it was whether 
the Legislature intended to include 
“stock dividends” as a measure of the 
additional tax on dividends. 

The Attorney General first points 
out that as early as 1909 stock dis- 
tributions of this type were held by the 
courts to constitute dividends for fran- 
chise tax purposes. Subsequently 





3ENJAMIN Harrow, C.P.A., has 
been a member of our Society since 
1928, and a member of the Ameri- 
can Institute of Accountants since 
1922. He is a member of the New 
York Bar and Professor of Law at 
St. John’s University. 

Mr. Harrow is a past Vice-Presi- 
dent of the Society. He is a past 
Chairman of the Committee on Pub- 
lications and of the Committee on 
State Taxation. He is also a mem- 
ber of the Institute’s Committee on 
Federal Taxation. 

Mr. Harrow is engaged in prac- 
tice as a certified public accountant 
and attorney in his own office in 
New York City. 











federal decisions held that stock divi- 
dends were not income for personal 
income tax purposes under the 16th 
Amendment. New York does not have 
such constitutional problems.” Never- 
theless the Attorney General in 1920 
held® that the State Income Tax Law 
should be interpreted in accordance 
with the holding in Eisner v. Macom- 
ber* as not including true stock divi- 
dends as taxable income. In spite of 
that opinion the court in Clark v. Gil- 
christ held that the receipt of a stock 
dividend constituted taxable income. 

Thereafter the Legislature’ by statute 
made retroactive to January 1, 1919, 
changed the definition of dividend for 
income tax purposes by excluding 
stock dividends. The Legislature de- 
fined “stock dividends” as “new stock 
issued, for surplus or profits capi- 
talized, to shareholders in proportion 
to their previous holdings.” 

The Attorney General points out 
that there is a distinction between the 
personal income tax and the corpora- 
tion franchise tax, and that the changes 
made in the law were only with rela- 
tion to the personal income tax. With 
respect to stock dividends the Legis- 
lature was free to adopt its own 
criteria of taxability without any con- 
stitutional restriction such as con- 
fronted the Federal Government. The 
Attorney General concludes that since 
there is no contrary indication of the 
intent of the Legislature, the earlier 
decisions which included stock divi- 
dends as dividends for franchise tax 
purposes should continue to be applied. 


! Opinion of Attorney General, July 20, 1955. 
2 People ex rel Clark v. Gilchrist, 243 N. Y. 173 (1926). 


31920 Attorney General 213. 
4252 U. S. 189 (1920). 
5 Laws of 1926, ch. 543. 
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Sales Tax on Out-of-City 
Telephone Calls 


We recently® commented on the case 
of Goodman & Co., Inc. v. New York 
Telephone Company et al. The Tele- 
phone Company had extended its dial 
system into Nassau and lower West- 
chester counties and, under its obliga- 
tion to collect the New York City sales 
tax, billed plaintiff 3% on all calls 
including those concededly nontaxable 
calls dialed to points outside the city 
limits. That was due to the inability 
of the Company’s equipment to differ- 
entiate between such calls and taxable 
local city calls. 

In its action the plaintiff sought a 
judgment, declaring “the rights and 
other legal relations” of the parties. 
The plaintiff also sought to “restrain 
the Company from charging 3% on 
suburban calls and from paying any 
of the challenged charges to the city, 
and to restrain the city from requiring 
payment of said charges.” It sought 
also to compel the Company to install 
new equipment, systems and proce- 
dures that would differentiate local 
from suburban calls. It asked also for 
an accounting from the company and 
for a temporary injunction. 

The Supreme Court had denied a 
motion by the Telephone Company to 
dismiss the complaint. The Appellate 
Division unanimously reversed and 
dismissed the complaint. The Court of 
Appeals affirmed’ the Appellate Divi- 
sion. 

The court noted that the Company 
made appropriate refunds to a sub- 
scriber upon application. There was 
no basis for an accounting decree be- 
cause the Company has at all times 
been willing to refund to any sub- 
scriber the amount he claims to be due, 
upon simple application therefor. The 
court held that there was no basis for 
a declaratory judgment because both 
parties admit that suburban calls are 
not taxable and that the Company has 
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no right to keep any moneys not prop- 
erly chargeable. There is no actual con- 
troversy. The plaintiff’s remedy was 
with the Public Service Commission 
for a determination of the “reasonable- 
ness, propriety, adequacy and _ suffi- 
ciency of the practices and services 
herein involved.” 

The court answered the argument 
that the Company be compelled to in- 
stall new equipment for differentiat- 
ing between local and suburban calls 
by saying that that was “a not incon- 
sequential undertaking and a matter 
that is clearly within the jurisdiction 
of the (Public Service) Commission.” 

It is interesting to note that two 
judges dissented from the majority 
opinion. They felt that there was a 
sufficient cause of action for a declara- 
tory judgment and for an injunction. 
The fact that the Company has no 
present method of distinguishing be- 
tween taxable and nontaxable mes- 
sages, does not justify the illegality of 
collecting taxes not owed by the plain- 
tiff. By refunding some of the taxes 
the Company is unlawfully assuming 
the role of a court. Refunds should 
be provided for by the statute. The 
Company’s duty and power is to turn 
the money over to the city. Since there 
is admittedly an illegal collection of 
taxes, direct application for relief may 
be made to the court. 

Undoubtedly this situation will be 
considered further by the Public 
Service Commission. In the meantime 
those of us who are making suburban 
calls and paying illegal taxes on the 
calls should apply to the Telephone 
Company for refunds. 


Survey of Administration of 
New York State Tax Laws 


In his annual report to the President 
of our Society, N. Harry Sack, last 
year’s chairman of the State Tax 
Committee, suggests that the Commit- 
tee undertake a survey of the adminis- 


6 The New York Certified Public Accountant, Vol. XXV (January, 1955), p. 60. 
7 July 8, 1955, affirming 285 App. Div. 404. 
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New York State Tax Forum 


tration of our State Tax laws. He 
notes that during the past year the 
Joint Committee on Internal Revenue 
Taxation and the American Institute 
of Accountants have made such sur- 
veys with respect to the administration 
of the Federal tax laws. Such a sur- 
vey, says Harry Sack, could provide 
valuable information to our Committee 
in formulating recommendations to the 
State Tax Commission for improving 
state tax administration. 


Repeal of IRC Sections 452 and 462 
—Effect on New York Franchise 
Tax 


We recently® noted that the repeal 
of these sections would require adjtst- 
ments to the franchise tax returns filed 
during 1955. Last month Deputy Com- 
missioner Kassell in a letter to Com- 
merce Clearing House indicated that 
when the corporation files a statement 
on or before December 15, 1955, with 
the Secretary of the Treasury or his 
delegate showing the increase in tax 
due by reason of the repeal, a similar 
statement will be required to be filed 
with the State Tax Commission by 
December 15, 1955. Since total net 
income for franchise tax purposes is 
presumably the same as net income 
reported to the Treasury Department, 
a change in such net income necessarily 
affects net income for franchise tax 
purposes. There is no doubt, says 
Deputy Commissioner Kassell that the 
retroactive repeal of Sections 452 ahd 
462 of the 1954 Code affects net in- 
? for 1954 for purposes of Article 


It should be noted that personal in- 
come taxes and unincorporated busi- 
ness taxes are not affected by the 
repeal of these sections. The New 
York Legislature had made no changes 
in the law under Articles 16 and 16A 
relating to prepaid income and deduc- 
tions of reserves for estimated ex- 
penses, so that such deductions were 


not permitted for individuals, even 
before the repeal of Sections 452 and 
462. 


Repeal of IRC Sections 452 and 462 
—Effect on Pennsylvania Corpo- 
rate Net Income and Corporation 
Income Tax Reports 


Leo Mattersdorf, chairman of our 
Committee on Foreign State Taxation, 
called our attention to the following 
official release on this subject: 


In order to simplify and expedite filing 
of amended Corporate Net Income and 
Corporation Income Tax reports for those 
corporations who elected to claim deduc- 
tions under Sections 452 and 462, this 
Department will accept Pennsylvania Re- 
port of Change in Corporate Net Income 
Form (RCCN-1A) in lieu of amended 
reports. This form must be accompanied 
by an executed or photostated copy of 
Federal Form 2175 which reflects the 
changes in net income as a result of Act 
74; repealing the cited sections. 

Form RCCN-1A should be prepared in 
this instance in the same manner it is pre- 
pared when the change in net income re- 
sults from examination by the Federal 
Internal Revenue Service. /t must be filed 
and additional tax paid on or before Janu- 
ary 14, 1956. Interest on any unpaid tax 
will be computed from January 14, 1956. 

It is requested that every Pennsylvania 
corporate taxpayer place the following 
statement on the line marked “Notice of 
Final Change was Received :” 


“ATTACHED FEDERAL FORM 2175 
BIRED) ON iscsi csseek ocencese ceotaes : 


(insert date) 

This procedure has been adopted for 
the convenience of Pennsylvania corporate 
taxpayers for this non-recurring circum- 
stance. The filing of this Report of 
Change in Corporate Net Income form 
does not relieve any corporation from the 
usual requirement to file the same form 
as a result of further changes in net in- 
come for any year: 

Form RCCN-1A is available at Penn- 
sylvania Department of Revenue offices in 
Harrisburg, Pittsburgh, Philadelphia and 
Wilkes-Barre, or will be mailed, upon 
written request, from this Bureau at Har- 
risburg. 

CHARLES S. SELIGMAN 
Director of Corporation Taxes 
For: Gerald A. Gleeson 
Secretary of Revenue 


8 The New York Certified Public Accountant, Vol. XXV (August, 1955), p. 487. 
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Accounting at the S. E. C. 








Conducted by Louis H. Rappaport, C.P.A. 


Pro Forma Financial Statements 


There have been relatively few 
published decisions by the SEC in- 
volving pro forma financial _ state- 
ments. Probably the most glaring 
case reported by SEC was in the 
matter of Leedy, Wheeler & Com- 
pany.1 This company was a broker- 
dealer registered with SEC under the 
1934 Act. The Commission had in- 
stituted proceedings against the com- 
pany under that Act to determine 
whether its registration as a broker- 
dealer should be revoked because the 
firm had sold certain bonds of a gas 
company by means of false and mis- 
leading statements. The bonds of the 
gas company were believed to be ex- 
empt from the registration require- 
ments of the 1933 Act, and were 
therefore not registered under that 
Act. 

Under the 1934 Act it is unlawful 
to use or employ any manipulative or 
deceptive device in the sale of securi- 
ties. In Rule X-15C1-9 the term 
“manipulative, deceptive or other 
fraudulent device or contrivance” in- 
cludes the use of financial statements 
purporting to give effect to the receipt 
and application of any part of the 
proceeds from the sale of securities, 
unless the assumptions upon which the 
statement is based are set forth as part 
of the caption of the statement. 

In this case the offering circular 
relating to the gas company bonds in- 
cluded a pro forma balance sheet that 
had been prepared based on the as- 
sumption that an informal oral agree- 
ment would be carried out. The bal- 





Louis H. Rappaport, C.P.A., is 
a partner in the firm of Lybrand, 
Ross Bros. & Montgomery, C.P.A.’s. 











116 SEC 299 (1944). 
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ance sheet disclosed that it gave efiect 
“to present financing” with no further 
indication of the nature of the financ- 
ing. The balance sheet also gave effect 
to the discharge of indebtedness to 
officers and others by issuance of pre- 
ferred stock but gave no indication 
that such adjustment had been made. 
Furthermore the agreement to issue 
the preferred stock was of doubtful 
enforceability. 


Other adjustments were also re- 
flected in the pro forma balance sheet, 
also without disclosure. In the prepa- 
ration of the pro forma balance sheet 
a deficit in earned surplus had been 
eliminated. The deficit was charged 
partly to capital stock and partly to 
reserve for depreciation. The reader 
of the balance sheet had no way of 
knowing that a deficit had been elimi- 
nated. The pro forma balance sheet 
showed that the gas company was in a 
liquid position whereas the actual bal- 
ance sheet (which was not included 
in the offering circular) told a differ- 
ent story. A _ prospective investor 
could not ascertain the gas company’s 
condition from the information given 
in the offering circular or in the pro 
forma balance sheet. 


In finding the documents misleading 
and deceptive, the Commission said: 


A pro forma balance sheet does not 
portray the actual financial condition of 
an enterprise. It is a statement based on 
a balance sheet taken from the books of 
account, but adjusted to incorporate vari- 
ous hypothetical transactions which have 
not in fact occurred at the date of the 
balance sheet, but whose occurrence is 
contemplated. Since such a balance sheet 
does not purport to portray the actual 
financial condition of a company at the 
balance sheet date, it is plainly necessary 
that it indicate the assumptions which 
underlie its preparation, so that one exam- 
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Accounting at the S. E. C. 


ining the statement will be fully apprised 

as to which items in it are based on fact 

and which on assumption. Without such 
disclosure a pro forma statement is mean- 
ingless and deceptive. 

Under the 1933 Act, the SEC has 
a rule (No. 170) which is even more 
stringent than its rule under the 1934 
Act. Rule 170 prohibits the use of 
pro forma balance sheets giving effect 
to the sale of securities and application 
of the proceeds unless the sale of the 
securities is underwritten and the un- 
derwriters are irrevocably bound, on 
or before the date of the public offer- 
ing, to take the securities. 


In Marquette Mines, Inc.? a regis- 





28 SEC 172 (1940). 


3 See, for example, Haddam Distillers Corp., 
1 SEC 78 (1935); and Bering Straits Tin Mines, Inc., 2 SEC 497 


& Importers Corp., 
(1937). 


tration statement was filed under the 
1933 Act, which included a pro forma 
balance sheet giving effect to the re- 
ceipt and application of cash proceeds 
from the proposed offering and sale 
of stock. Inasmuch as no underwriter 
was committed to take any of the 
issue, the use of this balance sheet 
was plainly misleading and a violation 
of the Commission’s Rule 170. Even 
before the Commission adopted Rule 
170, it had consistently held that the 
use of pro forma balance sheets in 
similar circumstances (that is, where 
there was no firm commitment by a 
responsible underwriter to take the 
securities) was misleading.® 


1 SEC 52 (1934); Continental Distillers 
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Book Reviews 


(Continued from page 565) 


This new American Management Associa- 
tion publication is a comprehensive report to 
management on the latest developments in 
“the office revolution.” This timely volume 
describes graphically how automatic data- 
processing offers unparalleled speed, ac- 
curacy, controls, and savings for industry. 
It gives specific, practical information on: 
how to determine whether a company should 
adopt electronic data-processing; how to 
plan the installation of an electronic data- 
processing system ; what automatic data- 
processing equipment is available; how pro- 


gressive companies are now using electronic 
data-processing in such specific fields as 
customer and general accounting, production 
planning and labor budgeting, materials 
handling, etc. 


Also included are reports of company ex- 
perience with small, medium, and large 
computers, a summary of the evolution of 
data processing and its effect on company 
organization, a forecast of future develop- 
ments in electronics, and a valuable glossary 
of programming terms. 


LA()JnW > 


— 
‘So 
wn 
« 1 


603 








Office and Staff Management 


A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 








COMETS STS 





Conducted by Max Btock, C.P.A. 


Preparing for the Tax Season Ahead 


This is the annual reminder that the 
tax season ahead is close enough now 
to receive attention. As with any other 
type of activity, advance planning and 
organization will yield substantial 
benefits in an easier, smoother opera- 
tion, lower costs, better service, and a 
minimum of embarrassments. 

A number of good articles on the 
subject of the efficient handling of tax 
season problems are available. Those 
who have not read them should do so 
as soon as possible. Those who have 
read them would do well to re-read 
them because there may still be some 
“big fish to be caught” in them. 

The following articles are recom- 
mended: 


1. CPA Handbook—Chapters 7 and 
21. 

2. “Systems Used in the Prepara- 
tion and Filing of Income Tax 
Returns,” by Max Block, The 
New York Certified Public Ac- 
countant, May, 1954. 

3. “Procedures to Organize Prepa- 
ration of Individual Tax Returns 
in the CPA’s Office,” S. Jay 
Lasser, Journal of Accountancy, 
February, 1953. 





Max Biock, C.P.A. (N. Y., Pa.), 
is a former chairman of the 
Committee on Administration of 
Accountants’ Practice of the New 
York State Society of Certified 
Public Accountants. He is a lecturer 
at The City College of New York 
in the graduate course on Account- 
ing Practice. Mr. Block is a member 
of the firm of Anchin, Block & 
Anchin. 
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4. “Avoidance of Year-End Deluge 
by Planned Administration of 
the Accounting Practice,” J. S. 
H. Weiner, The New York Cer- 
tified Public Accountant, Sep- 
tember, 1951. 

“Office Procedures for Control- 

ling the Processing and Filing 

of Income Tax Returns,” Her- 
bert B. Fischgrund, The New 

York Certified Public Account- 

ant, January, 1949. 

6. “Some Hints With Respect to 
the Assembly of Tax Informa- 
tion and the Preparation of Tax 
Returns,” Hyman D. Klein, The 
New York Certified Public Ac- 
countant, January, 1949. 


on 


Mixing Annual and Monthly Audits 

Accounting firms whose practices 
consist essentially of monthly audits 
may nevertheless have some annual 
audit clients. The annual audits fre- 
quently present a problem in program- 
ming as well as in staffing. 

With respect to programming, the 
situation commonly is one where the 
staff is so fully assigned that it is 
difficult to assemble a crew for an 
annual audit that will involve, say, ten 
or more man days. Moreover, it has 
been observed that men who specialize 
in the interim type of audit may be 
“clumsy” in initiating an annual audit. 

One easy solution, if the circum- 
stances permit, is the development of 
an annual audit crew. They can be 
the specialists who will handle annual 
audits and fill in spare time by pitch- 
ing in on monthly audits, tax work, or 
on other assignments. If the annual 
audits are staggered because of vary- 
ing fiscal year closings, this crew may 

(Continued on page 607) 
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Conducted by SAMUEL S. Ress 














Unemployment Insurance— 
Deluge § New York State Workshop 
on of & Meetings 
J. S. As mentioned in last month’s Pay- 
f mp roll Tax Notes column, the New York 
7 State Division of Employment has 
planned a series of workshop meetings 
ontrol- F for small employers in communities 
Filing | throughout the state. The principal 
Her- purpose of these meetings is to ac- 
New quaint some 150,000 newly-covered 
count- F employers and their accountants of 
the effects of the new expanded-cov- 
ect to erage provisions in the law. Needless 
orma- F to say it is of prime importance to 
f Tax — members of the Society to participate 
1, The | in these workshop sessions. 
ic Ac- We have been informed that local 
chambers of commerce and _ business 
Audits | groups have undertaken to arrange the 
meetings, and members may obtain in- 
aap vitations to the meetings by communi- 
audits F cating with their local chambers of 
unnual commerce or with the writer, in care 
s Ire- fof the Society. Meetings are sched- 
gram ¥ wled for the following cities and 
towns: Oneonta, Binghamton, Buf- 
y, the falo, Jamestown, Rochester, Hormel, 
re. the Syracuse, Utica, Watertown, Platts- 
it 18 burg, Glens Falls, Albany, Amster- 
or an dam, Kingston, Poughkeepsie, Middle- 
y, ten town, White Plains, and Garden City. 
it has — If any of the Society’s chapters lo- 
cialize 
ay be 
audit. SAMUEL S. Ress has been an As- 
rcum- sociate Member of our Society since 
nt of 1936, and is also a member of the 
an be Bar. He has specialized in the pay- 
nnual roll tax field since the inception of 
pitch- this type of legislation in 1936. 
rk, or Dr. Ress is a member of the 
nnual Society’s Committee on New York 
vary- State Taxation and Chairman of the 
- may Sub-Committee on Unemployment 
Insurance. 
tober 
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cated in the foregoing areas desire to 
conduct meetings separately for ac- 
countants only, the Division of Em- 
ployment has advised us that they will 
provide speakers and work materials 
for meetings exclusively of our mem- 
bers. Arrangements for such area 
meetings may be made through the 
writer. 


Request Reporting Penalty Decisions 

In 1951, an important statutory 
change was made in the method by 
which the Division obtains the infor- 
mation necessary to determine a 
claimant’s monetary benefit rights. It 
contained a provision that if such in- 
formation was not received from the 
employer within seven days of mail- 
ing the request, a determination of 
rights should be made on the basis of 
available information including the 
claimant’s own statement. It also pro- 
vides that if any employer fails to 
comply with the provisions of this 
section 575.2 of the law, he shall pay 
a penalty in the amount of ten dollars 
with respect to each request with 
which he did not comply, unless he 
shows to the Commissioner’s satisfac- 
tion that such failure to comply was 
due to circumstances beyond his con- 
trol. 

During the year 1954, out of 1,764 
hearings involving employer assess- 
ments before unemployment insurance 
Referees, 865 involved request-report- 
ing penalties, a matter which has gen- 
erated much heat among certain small 
employers and their accountants who 
handle their reports to various govern- 
mental agencies. Their complaint has 
been that they are not geared to ser- 
vice their accounts without running 
afoul of the law, and that under the 
former quarterly reporting system they 
had not incurred penalties. With the 
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coming extension of coverage among 
smaller employers they foresee even 
more difficulty in this particular area 
unless some revision is made in the 
administrative procedure or the statute 
or both. 

A recent Appeal Board decision in 

Case #s 49,502 through 49,507-55, 
inclusive, is some indication of the 
futility of seeking administrative relief 
from the imposition of these penalties. 
The facts and history of these cases 
are of particular interest. Requests 
for wage and employment information 
with respect to claimants for benefits, 
who had been in the employ of the 
employers involved in this proceeding, 
were mailed to the employers. They 
failed to reply within the seven days 
provided by law because their respec- 
tive establishments were closed for a 
two-week vacation period pursuant to 
a collective bargaining agreement be- 
tween them and the labor organiza- 
tion of which claimants were mem- 
bers. The demands were complied 
with as soon as the plants were re- 
opened. 

Penalties were assessed pursuant to 
section 575.2 of the law. When the 
employers’ requests for cancellation 
of the penalties were denied by the 
Industrial Commissioner, the Referee 
sustained the assessments after a hear- 
ing. When the Appeal Board upheld 
the Referee’s decision, the employers 
appealed to the Appellate Division of 
the Supreme Court. 

During the course of the argument 
before the Court, it was stipulated that 
there had been in existence a policy 
theretofore established by the Indus- 
trial Commissioner, pursuant to which 
the penalties were remitted in any case 
in which it appeared that the claimant 
with respect to whom the demand for 
wage and employment information 
was made, was found not to have been 
entitled to benefits. 

The Appellate Division decision 
handed down December 16, 1954, (In 
the Matter of Robern Shoe Manufac- 
turing Corporation) reversed the Ap- 
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peal Board which sustained the pen- 
alty assessments, and directed the 
Appeal Board to determine whether, 
in the light of the established policy 
of the Industrial Commissioner, the 


penalties in question should be re- j 


scinded. 

The Appeal Board in the instant 
case denies the right of the Industrial 
Commissioner to remit a penalty im- 
posed in the present situation. The 
Appeal Board stated: 

“The adoption of a particular policy by 
the Industrial Commissioner may legiti- 
mately relate to questions of procedure 
and management but cannot supplant the 
law under which both the Industrial Com- 
missioner and the Appeal Board exercise 
their respective functions. The Commis- 
sioner’s policy may be convenient, it _may 
be fair, but its effect in this case is in 
reality a modification of section 575.2. . 

“The Industrial Commissioner’s treat- 
ment of the instant employers appears to 
be based upon a reasonable distinction be- 
tween their cases and those in which penal- 
ties were remitted on a basis of an in- 

validated claim. . . . We find the policy 
fair and reasonable so long as it is applied 

impartially to all employers. .. . 

The penalties were sustained against 
the employers, even though the upper 
court seemed to indicate that they may 
be entitled to relief, and that there 
was room within the present statute 
for it. 

In case #51,222-55, a penalty was 
sustained against an employer who 
mailed the completed request report 
the day after receiving the form, but 
enclosed it in an envelope addressed to 
a local Social Security office which, in 
turn, mailed it to the State after the 
seven-day period. A report mailed to 
the Director of Internal Revenue in- 
advertently was also held subject to 
the penalty because forwarded after 
the time prescribed by law (Case 
# 22,588-55). 


Special Reporting Requirements 


In case #51,509-55, an employer 
appealed from the imposition of four 
$10.00 penalties on the ground that he 
had telephoned the local office that he 
was closing down temporarily for va- 
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cation purposes and that he came 
within the scope of subdivision 3 of 
section 575 of the Unemployment In- 
surance Law, enacted April 12, 1954, 
which provided for simplified report- 
ing in such cases, as follows: 

“Special Reporting Requirements. If an 
employer liable for contributions plans to 
shut down his business on a temporary, 
seasonal, or permanent basis and wishes to 
be relieved of the request reporting re- 


quirements prescribed by subdivision 2 of 
this section during the period when busi- 
ness is shut down, he shall notify the 
Commissioner at least 10 days before the 
day on which he wishes to be relieved, 
and subsequent to such notice he shall 
file with the Commissioner at a time and 
on a form and in a manner prescribed by 
the Commissioner information as to the 
employment and remuneration of all of 
his employees during the week in which 
the shutdown occurred and during the 52 
weeks preceding such shutdown.” 


A) 


Office and Staff Management 


(Continued from page 604) 


be kept consistently active, moving 
from one engagement to another. 

If possible, the methods used by cer- 
tain representative accounting firms 
will be described in future columns. 
Other comments are invited. 


Fees for Personal Income Tax 

Returns 

In some instances accounting firms 
prepare personal income tax returns 
gratis for persons who are the prin- 
cipals of client companies. This policy, 
understandably, has considerable good- 
will value. The preparation of such 
returns, and attention to examinations, 
have however become matters of no 
slight importance and consideration 
should be given to the economics of 
this subject wherever it has signifi- 
cance. 

Where the client’s fee is very ade- 
quate, it may be inadvisable to disturb 
a satisfactory relationship. In those 
cases where the client fee is inade- 
quate, and no charge is made for per- 
sonal tax services, there is a job to 
be done. 

It should be possible to point out to 
a reasonable person how personal in- 
come tax returns have become increas- 
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ingly more time-consuming and com- 
plex. Moreover, examinations are 
presenting more difficult problems. 
Therefore, a charge for the prepara- 
tion of the return is in order or, as a 
minimum, a fee for attendance at tax 
examinations would surely be justifi- 
able. There should be no hesitation to 
point out that the company fee is 
inadequate, if so, and perhaps simul- 
taneously work out an adjustment of 
that fee. Staff salaries are still climb- 
ing, and overhead too; and another 
look at engagement costs, including all 
gratis services, is in order every sec- 
ond or third year. 

If gift tax and other non-income tax 
returns are prepared, a fee is surely 
in order because it is doubtful whether 
any retainer takes into account miscel- 
laneous personal returns. 

Since the number of personal re- 
turns handled is very large, a rini- 
mum charge of only $25, or $50, or 
$100, could build up a_ substantial 
annual income from this source. Where 
examinations are involved there should 
be no pre-arranged fee except, per- 
haps, contingencies. It is logical that 
an examination fee be based on both 
time and achievement. This, too, can 
become a source of substantial income. 
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